D

ST The Group Inc?

T

04053385

PROCESSED
JAN 05 20057

THOMSO
FINANGIAL




g Burepe, t.tﬂol@ E@@&nd @h@ A@n@@@@ﬂﬁ@ E’@‘T@Z@o For Gurther
1 ma@i@:@g please visit the Coggnay’s website at weww.shawgzp.com.

Regardless of who may have designed an industrial facility, Shaw can build it. Whether handling
the engineering, procurement, and construction aspects, or providing construction management
services, we can point to over 100 process and power plants around the world that Shaw and its
affiliate companies have had a hand in constructing.

Qur Maintenance group has the resources to assure the operational reliability of virtuaily any type
of refinery or chemical production plant or power plant there is. We have long term contracts to
maintain the performance capabilities of close to 30% of the nation's nuclear generating stations,
a point that speaks volumes about the breadth of our maintenance capabilities.

of toxic and hazardous materials positioned us to win several rapid response contracts related to
homeland security efforts.

In addition to remediation services, we continue to provide maintenance services to a number of
major government installations and are broadening our reach into the military privatization arena,
with contracts to design, build and manage residential communities coast to coast. Our expertise
extends to water and waste handling systems as well.

Following an intense, two-year analysis of operations, we have designed and implemented work-
flow improvements that have helped us achieve a level of production efficiency and quality that
few, if any competitors can equal.

Shaw's manufacturing capabilities involve the production of a diverse range of standard and
specialty fittings used in the assembly of integrated piping systems. These fittings are made of
carbon steel, stainless and special alloys required for manufacturing numerous chemicals and
other applications. Stock sizes are designed for piping up to 48 inches in diameter. The inventory
is shipped to customers worldwide.




Sector %% of Revenue

Description

Engineering, Construction
& Maintenance
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51%
$1.6 Billion
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Shaw's design and engineering capabilities are extensive and
include every type of petroleum refinery, chemical manufac-
turing facility and electric generating plant, as well as electric
transmission and distribution systems. We not only design new
facilities but also engineer improvements to existing facilities
that increase production capacity, efficiency, reliability, and
operational life. In fact, Shaw holds approximately 100 patents
refated to improved process technologies that have been
licensed for use by chemical manufacturers around the globe.

510

43% L 6%

$1.3 Billion

Shaw has the proven technology and expert personnel required
to effectively meet any environmental challenge. Whether a
corporate industrial site or a military installation, we are able
to accurately assess conditions, design a remediation pro-
gram, then implement that program to a successful outcome.
That's happening every day at numerous locations around the
country and the world. Our vast experience with the handling

51%

43% {60 -

Shaw is the largest single fabricator of complex industrial
piping systems in the United States. We are alsq the aonly
domestic fabricator that maintains the prestigious ASME "N"
stamp certification to assemble piping systems for nuclear
generating stations. That is especially important to our
increasing role in maintaining nuclear power plants around
the country.

$0.2 Billion
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Years Ended August 31,

(in thousands, except per share data) 2004 2003 2002
Operating Resules
Total Revenues $3,076,945 $3,292,804 $3,149,077
Gross Profit 219,783 269,736 321,041
Net Income {Loss) {30,975) 20,866 98,367
Net Inconte (Loss) per Diluted Share (0.53) 0.54 2.26
Working Capital 284,046 87,050 385,010
Balance Sheet Data
Total Assets $2,029,936 $1,986,115 $2,301,146
Short-Term Debt 12,733 261,410 6,354
Long-Term Debt 261,173 251,745 522,147
Shareholders” Equity 884,771 662,290 692,257
Number of Shares Qutstanding at Year End 63,770 37,790 40,842
Backlog as of Fiscal Year End

August 31, 2004 August 31, 2003 August 31, 2002

0, 0
29% 11%
50% 59% T-1% rE—z%
41%

$5.8 Billion

[] Environment and Infrastructure

[ ] Power Generation

$4.8 Billion

$5.6 Billion

D Process Industries
D Other Industries
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MESSAGE TO OUR DONArCNOICErS

OVER THE YEARS, IT HAS BECOME
increasingly apparent that the distin-
guishing feature of this company is
the manner in which we respond to
challenges. We respond with viable
solutions that produce positive results.
We've responded with solutions to
refining cleaner fuels, manufacturing
chemical products more efficiently
and generating electricity with signifi-
cantly reduced environmental impact.
We're building new power plants
using innovative approaches to con-
struction procedures which will help
us deliver on-time and on-budget. Our
applied solutions are increasing the

capacity and extending the life of

‘nuclear power plants across the nation.

And, as a decommissioning contractor,
we’re demonstrating our unique capa-

bility to end the life of a nuclear plant.

We're building homes and manag-
ing communities where our armed
forces personnel and their families can
live safely and comfortably. At U.S.

military installations around the world,
Shaw personnel are eliminating the
threats posed by environmental haz-
ards. When hurricanes devastated
Florida, Shaw responded with the
expertise needed to make emergency
repairs and restore electrical power so
that people could return to their homes.
In Iraq 1t’s a similar story; Shaw is
responding to the urgent needs of a
country ravaged by war, employing
and training Iraqi citizens to rebuild

their nation’s infrastructure.

Challenges. Solutions. Results. This
has been our approach to serving our
many and diverse customers around
the world as well as to managing our
own operations. It is especially evi-
dent when viewing our fiscal 2004

performance.

At the beginning of the fiscal year, we
faced the very real challenges posed
by a marketplace beset by continuing
economic uncertainty. For instance, the

domestic power and process industries,

where we have traditionally main-
tained an active and profitable pres-
ence, remained stagnant. As a result
of those market conditions, together
with other factors, we saw our first
quarter revenues drop to $649 mil-
lion, a decline of over 20% from aver-
age quarterly revenues in the prior
vear. Lower revenues and charges stem-
ming from two troubled projects
carried over from the prior year and
translated into a first quarter net loss
of §50 million. However, by the third
quarter we posted revenues of $918
million, which produced net income
of $10 million. That net'income figure

was replicated in the fourth quarter.

The growth in our backlog was equally
dramatic: from $4.8 billion at the end
of fiscal year 2003 to $5.8 billion at
the close of this fiscal year, total-
ling $1.0 billion dollar increase over
the year. We estimate that $2.4 bil-
lion of that backlog will be converted

to revenues during fiscal 2005,
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Merathen Ashlend Petreleum LLCE,

87,000 bibl]dey, Gaseline Desulfurization Plent,
Baryville, Loulsiang

Engineering Procurement, Construetion

Asterte Energy, LLC,
MW Combined Cyele Plent,
Nevy Yort, New York

Englneering, Procurement, Construction

Korea Power Engineering Compeany
Four, 1,000 MW Nuelear Plants,
Republie of (Seufth)

Engineering Consultation

PaclfiCorp
528 MW Combined Cycle Blant,
Mene, Utsh

Engineering, Procurement, Construction

Duke Pewer
Coal-fired Plant, Flue Bas Desulfurizetion
Retrefit, Cotawba County, Nerth Cereling

Engineering, Procurement, Construction

Qatar Petrochemica) Lid.
Ethylene Production Capacity Expension,
Mesaleed, Qatar

Technelogy Transfier, Engineering, Procurement

Occldentel Chemical Company
Eight Chemical Menufacturing Fecllities,
Texes (7), Alebame (1)

Mechenical Melntenance Serviees

Syngenta Intemational AG
Agrichemical Manufecturing Facllity,

St. Geloriel, Lovisians

Mechaniesl Meintenance, Construction, and
Tumearound Serviees

STP Nuclear Operating Company
Twwe Reactors, 2,500 MW total capecity,
Wedsweorth, Tesas

Maintensnee and Modifications

Entergy Nuclear Operations, Ine.
Five Reactors, Nertheast US.

Meintenence end Meodifications

We made up a lot of ground between
the first quarter and the fourth quar-
ter because we anticipated challenging
market conditions. We had already taken
steps to offset the weaknesses in some
of our traditional markets by pursuing
opportunities where our wide-ranging
expertise and resources would have
maximum value. Concurrently, we con-
unued our program of improving oper-
ational efficiencies and strengthening
our balance sheet. During fiscal 2004,
we raised over $245 million in new
equity and retired over $240 million

in debt.

Each of our operating groups is certainly
capable of independent performance.
The real value of our company is
realized when markets view Shaw as
a single source for solutions worldwide.
That concept provides Shaw with
a distinct marketing advantage upon
which we have focused much greater
attention. For instance, we saw several
design and engineering contracts for
both power and process facilities convert
to construction contracts that, in turn, |
led to business for our Fabrication and'=

—

. P . 00
Manufacturing Division. I\/Iamtenamce*..j\V L

agreements have led to environmental
remediation contracts as well as engi-
neering projects and technology transfer
agreements. Demand for Shaw'’s pro-
prietary process technologies has resulted
in engineering, procurement and con-
struction management contracts, espe-

cially in the international area.

The matrix of proven capabilities and
resources we offer our customers pro-
vides us with the flexibility required
to seize opportunities globally. That
was certainly a factor in the dramatic
improvement in our revenue, net
income and backlog positions during
the fiscal vear. Of course everything
we accomplish is attributable to the
exceptional people we’re so fortunate to
count as members of Shaw’s global team
of employees. The welders in our fabri-
cation facilities, our construction per-
sonnel, Shaw’sengineers, environmental
scientists, and those who work in admin-
istrative support roles all share a com-
mitment to uncompromising quality.
Our‘éé‘ni(‘)r management team exempli-

. fies that same unrelenting commitment

.tosquality coupled with an entrepre-

“neurial spirit that fosters opportunistic

e
H
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responsiveness. It was our management
team that spearheaded and coordinated
the company-wide efforts that overcame
the market obstacles we faced at the
outset of fiscal 2004.

Shaw’s Engineering, Construction and
Maintenance Division won big-ticket
engineering and construction contracts
in 2004 under difficult market condi-
tions and also made some significant
additions to our growing maintenance
portfolio. Our Fabrication and Manu-
facturing Division not only imple-
mented operational improvements that
have cut production times by as much
as 50 percent at existing facilities, but
also expanded total capacity and geo-
graphic presence through the addition
of joint venture fabrication operations
in Russia, Canada and China. Shaw’s
Environmental and Infrastructure rev-
enues grew $125.6 million to a total of
over $1.3 billion for the division. That
accounts for 43.percent of Shaw’s total

revenues and 50 percent’ of the back-

log posted f\or this. ﬁscal Veal

As emdenced\by thie- Qontracts awarded 3

-opportunities relating to clean fuels

we have put in place an extremely
capable leadership team.

This year’s accomplishments speak both
to our broad and diverse range of
capabilities and to the talented group
of individuals who serve this company
in so many different capacities. Looking
back at this past year gives me a tre-
mendous sense of confidence in the

year and years ahead.

Based on our own experience and other
market indicators, we expect to see
increased activity in the domestic power
generation industry. Much of the work
will be associated with retrofitting
coal-fired plants to meet clean air stan-
dards. Shaw will also continue to expand
its position in the nuclear plant mainte-
nance and modification arena. In certain
areas of the country where electricity
demand is straining available generat-
ing capacity, we are actively pursing
several opportunities that could lead

to contracts in years to come.
AN

N

On the process industry front, wesge
<

. refining as well as LNG terminals. For

‘thdse domestic chemical manufacturers

that rely on natural gas feed stock, major
expansion is not predicted. However,
stepped-up plant maintenance is a reality.
We experienced increased activity in
the second half of '04 that not only
improved maintenance revenues, but also
stimulated production at our fabrication
and manufacturing units. We expect this

to continue into fiscal "05 and beyond.

It is anticipated that the majority of new
capacity in the process industry will be
constructed in the Middle East and Asia,
where natural gas costs are substan-
tially lower and demand for products
s high. We are actively involved in
those markets now due, in large part,
to our design, engineering and con-
struction management expertise and
our proprietary process technologies
—primarily those relating to ethylene
production. Our joint venture pipe fab-
rication operations in China, Russia
and the Middle East are expected to
benefit during the next several years
from expansion in the p\f'ocess industry

in those regions.

Shaw’s Environmental & Infrastructupe?

Division will continue to be our revfnue .

and backlog bedrock. Based on past .




Tennessee Yelley Autherity
Twe Reacters, 2,285 MW total capecity,
Brown's Ferry, Alabama

Design and Engineering Support Services

Meratheon Ashlend Petreleum, LLC.
48,000 bb!/day, Diese) Desulfurizetion Unlt,
Banille, Lovisiana

Engineering, Procurement, Construction

U.S. Army Corp of Englineers

Repld Respense/immedisie Respense
Envirenmenta) Remediation and Homeland
Seeurity/Defense Serviees

Environmental Serviees

U.S. Afr Foree Center for
Environmental Exeellence
Remediation and Construction Serviees,
US. Alr Foree Facilities Worldwide

Envirenments) and Infrestructure Services

us. Corp- of Engineers
Construction Prejects, Southern Africs,
Seutth and Central Asle, Nerthemn Red Ses,
Arslolen Peninsule, and lrag

Design snd Bulld, Infrastructure Development

US. Alr Foree/Litde Alr
Bulld/Renevate/Own and Manage 1,200-heme
Residentiel Community, Utde Rogk, Arkanses

Militery Heusing Privatizetion

UASY Engineering and Suppert Center
Munitiens-related Remedistion snd Mansgement

Services, D.0.D. Installetions Werldwide
Envirenmental and Infrastructure Services

Er Qng Envirenmentel Engineering
Greup Company

Langffil Leachate Evaporator System, Beljing, China

Environmental and Infrastructure Development

U.S. Army/Fort Leonard Woed
Bulld/Renevete/Own and Manege 2,200-home

Residential Community, Fort Leanard Missour

Military Heusing Privatization

Shaww* The Snaw Group Inc?

performance, Department of Defense
privatization projects present excep-
tional opportunities going forward, as do
munitions-related remediation projects.
Under our Air Force Center for Environmental
Excellence contract, Shaw is participating
in the rebuilding of Iraq, where we
expect to see additional opportunities
that we will carefully analyze and cau-

tiously pursue.

I am proud of the recent work of our
line crews and construction workers
who traveled to Florida to restore electric
power and provide other emergency
response services in the aftermath of four
successive hurricanes. I'm proud of the
volunteer work our employees do in their
respective communities and the enthusi-
asm they bring to our organization.
I’'m especially proud of our business
accomplishments during a period of con-
tinued economic uncertainty. We rose to
the challenges. We found the solutions.

Every year this company evolves into a
better company than it was the vear
before. It’s a dynamic that must continue

if we expect to remain successful in the

vears and decades to come. For that very
reason, we made the strategic decision
at year-end to replace our Engineering,
Construction and Maintenance Divi-
sion with two new divisional entities:
Shaw’s Energy and Chemical Division
and a separate Maintenance Division.
We believe that these organizational
refinements will not only improve our
overall operational capabilities, but also
will enhance our company-wide sales

and marketing efforts.

‘We have to constantly look to the future
and anticipate changes and challenges
that will impact our customers and then
be ready with solutions—a world of
solutions for the ever-changing world in
which we and our customers must
thrive. I believe we're better prepared

now than ever before to do just that.

Sincerely,

%@NA/

J. M. Bernhard, Jr.

Chairman of the Board and
Chief Executive Officer
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Item 1. aninsss - |

General ‘ |

We are a’leading global provider of comprehensive services to the environmental and infrastructure, power and
process industries. We provide services to the environmental, infrastructure and homeland security markets,
including consulting, éngineering, construction, remediation and facilities management services to governmental
and commercial customers. We are also a vertically-integrated provider of comprehensive engineering, procurement,
pipe fabrication, construction and maintenance services to the power and process industries.

Founded in 1987, we have expanded rapidly through internal growth and the completion and integration of a series
of strategic acquisitions since fiscal 2000. Our fiscal 2004 revenues were approximately $3.1 billion and our backlog
at August 31, 2004 was approximately $5.8 billion. We are headquartered in Baton Rouge, Louisiana with offices
and operations worldwide, and we employ approximately 17,200 people.

In July 2000, we acquired substantially all of the operating assets and assumed certain liabilities of Stone &
Webster, Incorporated (“Stone & Webster”). Stone & Webster, a leading global provider of engineering,
procurement, construction and consulting services to the power, process and environmental and infrastructure
markets, was founded in 1889. -

In May 2002, we acquired substantially all of the operating assets and assumed certain liabilities of The IT Group,
Inc. (“IT Group™) and its subsidiaries. IT Group was a’leading provider of diversified environmental consulting,
engineering, construction, remediation and facilities management services. We have combined the operations of the
acquired IT Group and our existing environmental and infrastructure operations into a newly formed wholly-owned
subsidiary, Shaw Environmental & Infrastructure, Inc. (“Shaw E&I”).

v




We segregate our business activities into three operating segments: Environmental and Infrastructure (E&I)
segment, Engineering, Construction & Maintenance (ECM) segment, and Fabrication, Manufacturing and
Distribution segment.

Environmental & Infrastructure ,
The E&I segment provides services which include the identification of contaminants in soil, air and water and the
subsequent design and execution of remedial solutions. This segment also provides prolect and facilities
management and other related services to non- -environmental construction, Watershed restoration and outsourcing of
pnvatlzatlon markets. e P AP
Engineering, Construction & Maintenance. .

The ECM segment provides a range of project-related services, including design, engineering, construction,
procurement, ‘maintenance, technology and consulting services, prlmarlly to the power generatlon and process
industries.

Fabrication, Manufacturing and Distribution

The Fabrication, Manufacturmg and D1str1but1on segment prov1des 1ntegrated piping systems and services for new
construction, site expans1on and retrofit projects for industrial plants. On August 31, 2004, we “sold our- hanger
engmeermg and pipe support businesses which manufactured and dxstrlbuted spec1a1ty stainless, alloy and carbon
steel pipe fittings for approximately $1.3 million. The results of operations for the hanger engineering and pipe
support businesses are classified as discontinued operations for the three year period ended August 31, 2004,

Forward-Looking Statements And Associated Risks

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for certain forward-looking
statements. The statements contained in this Annual Report on Form 10-K that are not historical facts (including
without limitation statements to the effect that we “believe,” “expect,” “anticipate,” “plan,” “intend,” “foresee,” or
other similar expressions) are forward-looking statements. These forward-looking statements are based on our
current expectations and beliefs concerning future developments and their potential effects on us. There can be no
assurance that future -developments affecting us will be those anticipated by us: All comments concerning our
expectations. for future, revenue and operating results are based on our forecasts for our existing operations and do
not include the potential impact of any future acquisitions. These forward:looking statements involve significant
risks and uncertainties (some of which are beyond our control) and assumptions. They are subject to change based
upon various factors, including but not limited to the risks and uncertainties mentioned in Item 7. “Management’s
Discussion and Analysis of Financial Condition and Results of Operatlons — Risk Factors” and those factors
summanzedbelow o R Cet e : . : - : :

o . ‘cyclical changes 1n demand fer_ our products and services;
o cyclical nature of the individual markets in which our customers operate;

* . the dollar:amount of our backlog, as stated at any given time, is not indicative of our future earnings;
° dela}}s or :fdifﬁculties related to our signiﬁcant Engineering, Procurement and C'onstruction projects including
additional costs, reductions in revenues or the payment of liquidated damages;

. the effeet of our percentage—of—completion acconnting policies;
e ehanges_ in.the estimates and assumptions we use to prepare our financial statements;

> any non-compliance with the covenants in our Credit Facility, indenture relating to our Senior Notes and
indemnity agreements with our sureties and our ability to obtain waivers and/or amendments;




our ability to obtain surety bonds or other means of credit support for projects;
our ability to collateralize letters of credit upon non-compliance with covenants in our Credit Facility;

covenants in our Credit Facility and indenture relating to our Senior Notes and bond indemnity agreements
that restrict our ability to pursue our business strategies;

our indebtedness could adversely' affect our financial.condition and impair our ability to fulfill our
obligations under our Senior Notes and Credit Facility;

the outcome of a pending informal inquiry by the SEC;

various legal, regulatory and litigamon risks mcluding but not lnnited to, class action lawsuits
the possibility of a downgrade of our debt securities by rating agencies;

the nature of our contracts, particularly ﬁxed-price contracts;

risks associated with being a government contractor;,v

the failure to meet schedule or performance requirements of our contracts;

our dependence on subcontractors and equipment manufacturers;

possible cost escalations associated with our fixed-price contracts;

our abillty to obtain new contracts for large scale domestic and 1nternational projects and the timing of the
- performance of these contracts

‘ potential contractual and operational costs related to our env1r0ninental and infrastructure operations
risks associated w1th"our integrated env1ronmental solutions busmesses;
limitation or expiration of the vPrice-Anderson Act’s nuclear contractor indemnification authority;
changes in environmental laws and regulations;
risks associated with our military housing privatizations;
rei)utation'and iinancial ei(posure dne to the\failure of our ﬁa_rtners to‘perform their' contra'ctual obligations;‘
~our dependence on one or a few signiﬁcant customers; ’ | |
| delays and/or defaults in customer payments; -‘
potential professional lialJility, product liability, Vi/arranty and other potential claims;“ :

the presence of competitors with greater financial resources and the impact of competitive products, services
and pricing;

changes in the political and economic conditions of the countries in which we operate;
work stoppages and other labor problems;

our liquidity position;




° currency fluctuations; - .. 0o 0T .
» liabilities associated with various acquisitions, including the Stone & Webster and IT Group acquisitions;

..* a determination to write-off a’significant amount .of mtanglble assets acquired through acqulsmons or long-
hved assets; » ; ‘ ‘

-+ - our ability to successfully identify, integrate and complete acquisitions;

+e our failure to attract and retain qualified personnel;
°  our ab111ty to retain key members of our management

s our competltors ability to develop or otherw1se acquire equwalent Or superior technology,

» general economic conditions;
< future changes in accounting standards or mterpretatlons

' provisions in articles of incorporation and by-laws and nghts agreement could make it more difficult to
acquire us and may reduce the market price of our common stock. :

+ changes in the U.S. economy and global markets as a result of terrorists’ actions;

Should one or more of these risks or uncertainties materialize, or should any.of our assumptions prove incorrect,
actual results may vary in material respects from those projected in the forward-looking statements. We undertake
no- obligation to publicly update or revise any forward-looking statements, whether as ‘a result of new. information,
future events or otherwise. For a more detail discussion of some of the foregoing risk and uncertainties, see
“Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of Operations - Risk Factors”
and our reports and registration statements at www.shawgrp.com filed by us with the Securities and Exchange
Commission (the “SEC”) and under “Forward Looking Statements” on our website. These documents are available
from the SEC or from our Investor Relations department. All of our annual, quarterly, and current reports, and
amendments thereto, filed with the SEC are available on our website under “Investor Relations.” For more
information about us.and the announcements we make from time to time, visit our website at www.shawgrp.com.

Corporate Information

We are a Louisiana cerporation. Our executive offices are located at 4171 Essen Lane, Baton Rouge, Louisiana
70809. Our teléephone number is 1-225-932-2500. All of our periodic report filings with the SEC pursuant to Section
13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, are made available, free of charge, through our
website located at http://www.shawgrp.com, including our Annual Report on Form 10-K, quarterly reports on Form
10-Q, and current reports on Form 8-K, and any amendments to these. reports. These_reports are available through
our website as soon as reasonably practicable after we electronically file with or furnish such material to the SEC. In
- addition, the public may read and copy any materials we file with the SEC at-the SEC’s Public Reference Room at
450 Fifth Street, NW, Washington, D.C. 20549 or on their Internet website located at http://www.sec.gov. The
public may obtain information on the operation of the Public Reference' Room and the:SEC’s Internet website by
calling the SEC at 1-800-SEC-0330.




Business Strategy

Our core business strategy is to utilize our unique skills and capabilities as a vertically integrated firm to capitalize
on significant business opportunities in diverse market segments and geographic regions, including all facets of the
power, process, environmental and. infrastructure industries. We 1ntend to execute. this strategy by aggressively
pursuing the following opportunities: -

Pursue Growth Opportunities for Our Environmental Business -

o Environmental Liability Solutions - Traditionally, owners of contaminated property have been liable for the
clean up of the properties and other damages under environmental and tort law. Recently, innovative
contracting practices and environmental insurance products have allowed property owners to outsource
environmental management and transfer certain liabilities to contractors and insurers. These clients can
reduce administrative expense and time through such outsourcing, and can obtain cost certainty through
guaranteed fixed-price (GFP) contracts.. Growing trends exist for these kinds of contracts in both our
commercial and federal markets. During fiscal 2004, we were awarded several indefinite delivery/indefinite
quantity (IDIQ) contracts by the -U.S. Department of Defense (DOD) that were' primarily Fixed-price
Remediation with Insurance (FPRI) type contracts. We have been awarded three projects totaling
approximately $16.6 million, and we continue to see new projects from these FPRI contracts. In addition, we
have approximately $114 million in backlog related to two IDIQ projects as of August 31, 2004. We also had
four other contracts where FPRI scopes were included in the contract award. We are seeing more of the DOD
agencies moving in this direction for project delivery, and this may represent a significant opportunity for us
and we believe we can minimize our éxposure for loss through appropriate contract negotiation and insurance
coverage. We have created the “Shaw Insured Environmental Liability Distribution” or “SHIELD”SM
program, a proprietary structured transaction tool that insures and distributes environmental liabilities for -
parties desiring to substantially reduce contingent environmental liabilities. We believe our experience in
managing environmental liabilities and environmental-related insurance products will enhance margins and
improve our win-rates in our core environmental contractlng business for both the federal and commercial
sectors.

+ Department of Energy (DOE) - The opportunity in the DOE market remains large with'a budget increasing
from approximately $23 biilion in fiscal 2004 to approximately $24 billion in fiscal 2005. However, we have
- experienced changes in the DOE acquisition strategies to address environmental cleanup’of the nuclear
weapons complex and changes in-their approach for addressing future energy needs. At the same time the
existing prime DOE contractors have changed their subcontracting strategies and their view of us as a serious
competitor. We are seeing fewer opportunities and those we do see often have higher business risk and more
restrictive terms and conditions. In general, project revenues from our historical sources, the DOE prime
contractors, have declined over the last two years. We anticipate this trend to continue into the future.
Revenue in this market increased from $86.4 million in fiscal 2003 to $94.6 million in fiscal 2004. We made
significant changes in fiscal 2004 to our strategic approach for capturing an increased DOE prime contract
market share over the next three to five years. Our general approach to bidding futire work to the DOE prime
contractors is to selectively target those sites that offer us a more favorable bidding environment. For the
DOE Environmental work, we have experienced-a 'push to- significantly . increase small business
subcontracting’ direct to DOE; a focus on incentive-based site closure and accelerated. clean-up; and the
carving out of the cleanup scope at sites across the complex. Our approach to this: DOE environmental
market is to participate in the Small Business initiatives with our SBA approved 8(a) Joint Venture company
created with Portage Environmental, and to bid on other full and open site closure projects as a prime
contractor or significant member of a business team. The business risk on these DOE cost plus incentive fee
contracts. remains low with the biggest risk to us resulting from investment of relatively large bid and
proposal efforts, typically costing more than $1 million for a major procurement. In fiscal 2004, we focused
on five major DOE procurements, three of which were large contract value small business set asides, one
major closure contract, and one DOE national laboratory management contract. The potential value of these
five contracts to us is $2.5 billion over the next five years, but competition is significant. We will continue to
pursue projects within the DOE Environmental Management segment, as well as build off of our nuclear
engineering, construction and maintenance capabilities to support the evolving nuclear energy and non-
proliferation missions of the DOE.
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Unexplodéd Ordnance and Explosives, or UXO - The DOD’s fiscal requirements for Conventional Ordnance

. and Explosives clean-up on closed ranges will exceed current government funding, which we estimate to be

$250, million annually.- Several congressional advocates continue to push for increased funding for UXO
removal projects along with developing an'enhanced Military Munitions Response’ Program.- We have
encountered opportunities through our existing contracts for projects involving UXO as well as indications
that there will be new contracts for UXO in the near future. We intend to pursue opportunities related to the
UXO removal projects. In addition, we had revenue of $25.4 million and $18.0 million.from these removal
projects, tespectively. During fiscal 2004, we were awarded $140 million in UXO type IDIQ contracts. We
expect this growth trend to continue as the DOD addresses operatronal and non-operational ranges under the

'Mlhtary ‘Munitions Response Program

Coastal and Natural Resource Restoratzon + We have performed wetland-related work in the Everglades,
Chesapeake Bay area, and other areas throughout the United States, and-we maintain the expertise and
resources to continue to benefit from this expanding segment. New opportunities are present in both the
federal and commercial markets for these types of projects. For example, the Coastal Wetlands Planning

- Protection and Restoration Act provides federal funds to conserve, restore and create coastal wetlands and

barrier islands. We believe our E&I- segment is well positioned to capitalize on upcoming wetlands and
eoastal restorat1on work'in Louisiana and other locatlons throughout the Unlted States.

E’ursue Growth Opportumtnes for Our Enfrastrncture anmess

©

Przvatzzatzon For the past couple of years the Department of Defense (DOD). has rnoved to privatization of

* . military housing and. utility. systems consisting of more than 270,000 family housing units owned by the

- DOD, of which approximately. 60% need to be renovated or replaced. Since fiscal 2003, we have been

- awarded two contracts;by the-DOD to privatize military family housing for approximately 2,500 military

family housing units with our joint venture partner, C.E.I. Investment Corp. (CEI). The total estimated

- development cost for these two contracts is approximately $284 million. We have also been notified that we

have been awarded five additional contracts to privatize military family housing; however, these contracts
had not yet closed as of August 31, 2004. These contracts have estimated development costs of
approximately $1 billion for the privatization of approximately 7,800 military family housing units. We
believe that several factors, including (i) our federal government-business platform, (ii) prior DOD facilities
management and Job Order Contracting and other governmental contracting experience, and (iii) expertise in

: constructron at mrhtary installations, conmbuted to these contracts belng awarded to us::

.Homeland Securzty Federal state and local homeland securrty needs contmue to provrde initial and value-

added- opportunities for our E&I segment to capitalize on growing- experience in disaster-related
preparedness, incident response, mitigation-design and.installation and chemical and biological weapons
demilitarization. We provide our customers valuable security related products and services in assessments of

- threat, vulnerability and risk; electronic security design and installation; ‘force protection design and
- construction; security program development-and integration; and technology assessment. Our expanding

capability to assess. security and reliability of critical energy infrastructure and develop mitigation designs
makes- us a leader in the industry. The full-spectrum of homeland security services includes continuity of
operations, risk assessment, and consequence ‘management planning and training to the federal, state and
local governments and private industry customers nationwide. Our Homeland Security Team provides total
security'solutions and 1ntegrated serv1ces for consultmg, engineering/design;:procurement and construction
services: ‘

Transportatzon and Water Infrastructure - State and local eritical 1nfrastructure upgrade requirements,
provides’ growth opportunities for our E&I Segment. We have targeted specific regions to expand our
participation -in this'segment in order to most effectively deploy our technical and project management
resources. ‘




Pursue Growth in the Federal Market Place Through Diversification of Service Offermg

o The Federal Government ranks as one of the largest buyers of technical service in the the world. Shaw’s
breadth of technical expertise and experience, along with Shaw E&I’s years of® government contracting
experience, offers the platform to expand our participation within this vast market.

Pursue Growth Opportunities for the Power Market

Shaw provides a broad portfolio of services to all segments of the power market and we are currently taking
advantage of domestic and international opportunities. Our experience and diversity of capabilities allows us to
participate in all power segments and reduces the impact on our operations from the cyclical nature of certain sectors
of the power industry. Opportunities for our services in the power market include Engineering, Procurement and
Construction (EPC), Maintenance, and Fabrication & Manufacturing opportuities.

Engineering, Procurement & Construction v -
e Nuclear - The United States has approximately 100 operating nuclear plants that continue to require

engineering and maintenance services to support operations  and improve ‘performance. In addition ‘to -

supporting operations and improving performance, plant restarts and new plant construction provide
opportunities for further expansion. Plant restarts are currently taking place in the U.S. and Canada while
new plant construction is ongoing in certain foreign countries and should occur in the U.S. in the future. This
market is estimated at $250 million per year. During fiscal 2004, we were awarded contracts totaling more
than $50 million. Our subsidiary, Stone & Webster is well known for its strengths in the design of new
nuclear facilities and the related techmcal services.

e Flue Gas Desulphw ization (FGD) - Envrronmental regulations and. the r1s1ng price of natural gas-have fueled
the need to retrofit existing coal-fired- power plants. During fiscal 2004, we were awarded engineering
contracts on projects totaling more than-$200 million. We believe we are well positioned and qualified to
perform the EPC on these and other FGD projects. The FGD retrofit market is roughly.a $10 to $12 billion
market that will continue to grow through 2011, assuming the EPA will pass clean air regulation. We will
continue to seek new opportunmes in this.area and believe our unique and recent experience in engmeermg
and managing these projects will make us an early industry leader in th1s market.

= Coal - The sharp rise in oil prices has prompted regulated power.companies in the United States to focus on
coal-fired plants. While the number of new plants in the future is an uncertainty, the'general consensus is that
some awards of coal plants will be made in fiscal 2005. Our Stone & Webster subsidiaries have the
experience and expertise related to these coal plants which should position us for a share of this market.

o Gus-Fired Generating Capacity - Expansion of new gas generation capacity will be limited in the United

States market, but the international market, including Canada, is expected to become increasingly active.

Some growth in the United States is expected to be driven by distribution rather than capacity as evidenced

by two generating plants awarded to us during fiscal 2004 totaling more than $700 million in contract value

. which are currently under construction. Select opportunities to potentially complete construction on existing

and partially-completed combined-cycle plants throughout .the United. States exist in- the market.

Additionally, general proposals are in preparation. for international projects-in fiscal 2005. Our integrated
capabilities and recent experience bodes well for success in what will be a competitive market. -

Maintenance ’ :

e Shaw-Maintenance - Shaw Maintenance is well posmoned to assist the power 1ndustry by providing
capabilities that:compliment our EPC services. We are a diverse, worldwide business group able to provide
our clients with Reliability services, Turnarounds & Outages, Small Project Capital Construction Services,
Tank Design Construction & Maintenance, Insulation, Painting, Scaffolding, and Water and Wastewater
Operation and Maintenance (O&M). Our Plant and Reliability Engineering, as well as our Maintenance
expertise, combine to assist our clients in the improvement of power production and compliance with federal
environmental requirements. Nuclear, FGD, Coal and Gas-fired generation opportunities in the market will
provide the best power growth opportunities for our maintenance services in fiscal year 2005.




°

Nuclear Plant Maintenance and Modifications - We are currently providing nuclear maintenance services in
33 of the 103 operating nuclear plants in the United States and decommissioning services at two plants.
Potential iopportunities include expansion to other U.S. plants and the expansion of our services within the
:existing plants. This market is estimated at $500 million per year. During fiscal 2004, we were awarded
contracts totaling more than $250 million. Our subsidiary, Stone & Webster has performed nuclear plant
maintenance modification services for over 25 years and has the largest market share in the United States.

Fabr1cat1on & Manufacturmg

.o

Piping - Nuclear maintenance, FGD projects, new coal plants and retrofits, new gas plants, and general plant
maintenance all require pipe fabrication which our group can provide. A typical new power plant will result

- in multiple subcontracts which all include pipe fabrication. The Fabrication and Manufacturing Group

- generally participates in some way on each new plant being built in the U. S. market and many being built
internationally. The participation is not limited: to Shaw business units. We expect the most growth
opportunities in the power market for piping to occur domestically in the coal market both new coal plants
and retroﬁts

. Pursue Growthl Opportumtles for the Process Market

Shaw provrdes a varrety of services.'to process mdustrres and ‘we are focusing on efforts in both domestic and
internatiorial. opportunities. Opportun1t1es for our services in the processes industries market include Engineering,
Procurement. and Constructron (EPC) Mamtenance and Fabrication & Manufacturing opportunities.

1

Engmeermg, Procurement & Constructlon

¢

Proprietary Technologies within the Process Industrzes We offer world class proprretary technologies to the
refining and petrochemical industries. Our fiscal 2003. acquisition of Badger Technologies demonstrates our
-commitment to expand our technology portfolio and maintain a leadership position in process technologies.
The acquisition of Badger complements our core competency in conversion technologies (steam cracking and
fluid catdlytic cracking) by enabling us to offer several key olefin derivative technologies. In particular, we
are now able to license world leading technologies to produce ethyl benzene and cumene through Badger
Licensing:LLC, a joint venture of Stone & Webster and ExxonMobil Chemical. We are also able to offer
Badger styrene.monomer technology in. cooperation with Atofina. By providing world-class proprietary
technologies, we are able to capitalize on the combined strengths of Shaw and our partners to offer our
clients an optimum business solution. We expect to continue to expand our technology portfolio through key
alhance partners and research and development efforts

Clean F uels We-were awarded approximately $200 million of clean fuel emissions work in fiscal 2004 and
approximately $50 million in early fiscal 2005. We currently have five active clean fuels projects. We
. believe. this, market'will continue to expand for us into fiscal 2006 as we have demonstrated the ability to win
and execute work in thls area.:

Ethylene - The demand for ethylene is growing at a rate of 4 to 5% per year (1.4 times GDP growth).
. - Approximately 70% of ethylene is produced from petroleum derived naphtha but this is changing due to the

rn.availability of. low :cost ethane feédstock in the Middle East region. This feedstock cost advantage has
.- seriouslylimpacted the ‘economic viability of gas feed steam crackers in North America where feedstock price

is controlled by natural gas pricing. New facilities will mainly be gas feed crackers.based on ethane extracted
from nature gas. The expansion in ethylene demand is being driven by the increased demand for
polyethylene, polyesters, polystyrene and PVC, mainly from China. We anticipate this increase to continue

* . into fiscal 2006. We are currently bidding.on ten major. ethylene projects in the Middle East and China with
-.additional projects in the. planning stage. With our estimated 35% of the all ready existing market share and

-.-only four ethylene technology licensor competitors, our Stone & Webster subsidiaries are well pos1t1oned to
seize these opportumtres A , , : , .

f

N Petrochemzcal'.Reﬁnery'.‘;.éThe jreﬁning industry is searching for new value-added projects that can be

... produced. from petroleum, ‘and. are investigating 'integration into petrochemical facilities. We have an

‘exclusive agréement with RIPP/Sinopec to license a key technology that encourages the refiner’s entry into
the petrochemical arena. This technology is a high olefin yield, fluid catalytic cracker derived process called
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Deep Catalytic Cracking (DCC). This technology is of increasing interest because of its ability to produce
propylene, a base chemical that is in short supply and whose demand is growing faster than that of ethylene.
The petrochemical industry is concerned about the future supply of propylene. This is due to the predominant
increase in ethane crackers which produce ethylene and minimal amounts of propylene which leads to the
increased interest in DCC. We have just licensed a large DCC -unit to a confidential client and are in
discussions with several other potential clients. We believe growth opportunities in the process market for
petrochemical refineries exist in retrofit projects domestlcally and new construction and expanswn prOJects
internationally.

Maintenance

o Process Maintenance - Shaw Maintenance began as primarily a process focused business and has diversified
into all phases of the industrial-market. We strive to be safety-driven with proactive programs and world-
class results. Shaw Maintenance holds diverse capabilities to service our:client’s needs. We perform design,
repair, renovation, and preventative services to customer facilities worldwide. Shaw Maintenance is
positioned to assist the Process industry by providing capabilities in conjunction with our EPC services.
Petrochemical, Ethylene and Clean Fuels markets will pr0v1de the best Process growth opportunmes for our
Mamtenance services in fiscal year 2005,

Fabncatlon & Manufacturing

»  Piping - Shaw Fabrication and Manufacturing has completed a substanual portion of the pipe fabrication for
the clean fuels initiatives taking place in the U.S. market. Alliances with major refinery owners as well as
alliances with many of the EPC companies.involved in clean fuels projects have resulted in extensive work
experience and backlog for our group. Shaw’s inventory levels, fabrication expertise and capacity, and
innovative material supply programs have led to the bulk of these bookings. The material market is the most
challenging it has been in recent history due to the explosive expansion of the Asian market. Not only has the
fabrication portion of our business benefited, but-our manufacturing arm has seen tremendous benefits from
this market. In addition to clean fuels, new plants utilizing proprietary technologies provide tremendous
- fabrication opportunities. We expect our growth opportunities for the process market in piping to occur

internationally as ethylene and petrochemical refinery opportunities occur.

Maintain A Diversified Revenue Base. We intend to continue to maintain our diversity in markets served, services
offered, contracting arrangements and customer base. This diversity has helped us to minimize our dependence on
any particular market segment or individual customer, minimize the impact of short-term market volatility and has
enabled us to more accurately anticipate future revenues. Our presence across numerous markets allows us to focus
our resources on those areas experiencing growth, In addition, our presence allows us to allocate our resources
efficiently within and across our segments. With the IT Group acquisition in fiscal 2002, we further diversified our
business mix- which provided a recurring revenue base. Many of our environmental and infrastructure businesses,
along with our existing ECM maintenance services, tend to. provide recurring revenues due to established customer-
contracts. However, a significant :portion of our revenue is generated from services provided to various U.S.
Government agencies under separate contracts: For the years ended August 31, 2004, 2003 and 2002, revenues from
these U.S. Government agencies were $1,170.0 million, $948.9 million and $363.0 million, respectively.

Maintain Focus On Cost-Reimbursable and Negotiated Fixed-Price Contract Structures. Cur strategy is to
perform most of our engineering, procurement and construction projects pursuant to cost-reimbursable contracts in
which our contractual loss exposure is limited to our gross profit. These contracts often contain
incentive/sharing/penalty provisions for performance, cost control, and delivery. of products and services. We intend
to continue our contracting practices to minimize .our risk of contractual losses while providing incentives for us and
our customers to work cooperatively. As of August 31, 2004, approximately 78% _of our contracts included in our
backlog are cost-reimbursable contracts, 20% are fixed-price contracts and 2% are unit-price contracts.

In the current domestic power market and our expanded environmental and infrastructure services to various U.S.
Government agencies, our customers are increasingly requesting fixed-price contracts. We prefer to selectively
pursue such fixed-price contracts whenever possible on a negotiated basis in situations where we believe we can
control our cost and minimize our risks. For example, in September 2003, we signed and announced an EPC
contract to build a combined-cycle power plant.in Queens, New York, which is a:$565 million fixed-price contract.

B
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Generally, fixed-priced contracts are priced w1th a higher margin than cost- reimbursable contracts in order to
compensate for cost overrun I‘ISk . .

- Continue To Form Strategic Alliances. We intend to continue to capitalize upon and enter into strategic
partnerships andjalliances with our customers. Our alliance and partnership agreements enhance our ability to obtain
contracts for individual projects by eliminating or-reducing formal bid preparation. We continue to pursue these
strategic partnerships and.alliances in an attempt to increase our market share within our existing markets and assist
us in entering into-new markets. We will also continie to look to expand our operations where we see the potential
for attractive and profitable business opportunities and can leverage the local knowledge of an alliance or joint
venture partner. For example Shaw E&I has a partnership with CEI related to seven military housing privatization
projects. CEI’s experience in property manageément-along with. our engineering and construction management
experience has allowed us to obtain:a portion of this market share. Additionally, within our facilities management
activities, we continu€ to pursue strategic alliances like our partnership with Computer Sciences Corporation to
provide facilities management services to NASA s Stennis Space Center.

Capitallze On Opportunities For Cross-Sellmg We have several complementary areas of expertise we will
leverage to deliver increased value to our customers. Our engineering, design and construction expertise allows us to
provide retrofitting and construction services to our facilities maintenance customers such as the Tennessee Valley
Authority, or TVA. In addition, we expect the capabilities of our E&I segment to allow us to offer specialized
environmental remediation, facilities management’and maintenance services to our clients in the power and process
industries. As a‘result, our combined business now enables us to offer complete service offerings, from design
through constructlon to ongomg maintenance and management across a variety of industries. .

Parsue: Selectlve Acquismons We mtend to contmue to. pursue select1ve acquisitions of busmesses or- assets that
will expand, complement or further diversify our current portfolio of products and services. Upon execution of our
effectivé and therough due diligence procedures led by our.senior executives who became involved early in the
acquisition process, we believe we have efficiently enhanced our existing services. through our successful strategic
acquisitions. For example, effective December 31, 2003, we acquired all of the common stock of Energy Delivery
Services, Inc. (Shaw EDS) from Duke Energy Global Markets, Inc. which provides:a full line of vertical services to
utility companies seeking to upgrade, install and maintain their power grids and is vertically mtegrated in our ECM
segment From time to time, we may also consider dispos1t10ns of non- strateg1c assets.

Utillze Technology And Intellectual Property ‘We'intend to continue to employ our technology and intellectual
property to reduce costs and to better Serve. our custemers. Our technologies include: .

o Inductiont Pipe Bendmg Technology We beheve our 1nduct10n p1pe bendmg technology is one of the most
- advanced, sophisticated, and efficient technologies. available. Induction bending utilizes simultaneous. super-
heating and compression of pipe. to - produce tight-radius bends to a customer’s specifications. When
compared to the traditional cut and weld method, our induction bending technology provides a lower cost and
more umform product, generally cons1dered stronger and less prone to structural fatigue. :

° Proprietary Ethylene and Downstream Petrochemlcal Technologies. We believe we have a leading position
in technologies associated with the process. design of plants that-produce ethylene. We estimate we have
supplied process technology for approximately 35% of the world’s ethylene capacity constructed since 1990.

. » Technology Partnerships. We have been awarded 24 of the last 36 residual feed.fluid catalytic cracking

... ». projects and . have combined :the ‘best -elements of fluid catalytic cracking technology from different
developers into a single source that is among the best in the industry. Our partners include Total, Axens,
Spraying ISystems, BP and RIPP. We also offer the only commercially demonstrated high olefin production
catalytic cracking technology through our exclusive licensing agreement with RIPP/Sinopec.

e Proprietary Customer—focused Computer Software We have developed proprietary computer software to aid
- in. prOJect< and process management ‘This software includes:
SHAW MANTM and. other software programs Wthh enhance a customer s ability to plan, schedule
and track projects and reduce installation costs and cycle times.
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+ SHAWTRAC™ which is a web-based, proprictary earned. value application that enables us to
continually enhance the way we manage and integrate the many phases of a capital project, from
estimating to engineering through construction and start-up. Users from around the world consistently

-access SHAWTRAC™ through the public networks in order to update and understand the real-time
financial position of respective projects. ‘

~»  Technology Solutions for the Electric Power Industry. Power Technologies, Inc., or PTI, one of our
" subsidiaries, provides software for the electric power industry. PTI’s licensed software includes, programs
for analyzing and optimizing electric power system performance and evaluating transfer "capability,
transaction impacts and contingency analysis for transmission systems. In addition, we have programs for
transmission reliability studies and for planning, designing and analyzing distributions systems.

e Line Rating Monitor. PTI’s patented real-time monitoring System enables electric transmission and
distribution lines to transfer more power while maintaining high reliability and safety. This new technology
has recenﬂy comp]eted beta testing and is ready for commercial apphcanon

. » Proprietary Biological Treatment Technologies - We beheve we have a leadmg position in the apphcatxon of
* biotechnology for the destruction of recalcitrant contaminants in the environment. Our distinctions include:

— Identifying and optimizing the degradative activity of naturally-occurring microorganisms with
'distinctive capabilities: for degrading targeted contaminants. Such contaminants include MTBE, TBA,
ammonium perchlorate,” PCBs, TCE, PAHs, HCFCs, nitroaromatics and chlorinated solvents. We
possess microorganisms with exceptional capabilities for each of these and patent posmons related to
the degradation of several of these contaminants; and

-— . Developing and applying high-performance, biologically based process systems for the destruction of
’ contaminants in air, water and soils. These include both in situ technologies for in-ground remediation
. of soils and groundwater, and above-ground systems for groundwater, wastewater and drinking water
treatment. We hold a number of patents related to enhancing the performance of bioreactor systems.
These systems, many using our proprietary microbes or microbial activity enhancement approaches, are
in use in such diverse applications as high-concentration ammonium perchlorate in groundwater, high-
strength wastewater treatment in the food-and-beverage industry, volatile organic compound, and odors
treatment from tobacco plant air streams, and solvent destruction in pharmaceutical wastewaters.-

Business Segments

Environmental & Infrastructure Segment

Our E&I segment provides services that include the identification of contaminants in soil, air and water and the-
subsequent design and execution of remedial solutions. The segment also provides project and facilities management
capabilities and other related services to non-environmental civil construction, watershed restoration and the
outsourcing privatization markets. Federal, state and local governmental -entities and commercial industrial
companies are the primary customers for our E&I segment.

Federal i}

Core Services: The core service’ of our federal business is the delivery -of. environmental restoration and
regulatory compliance services to U.S. government agencies, such as the DOD, the Department of Energy (“DOE”),
the Environmental Protection Agency (“EPA”), and the Government Services Administration (“GSA”).
Environmental restoration activities are centered on engineering and construction services to support customer
compliance with the requirements of the Comprehensive Environmental Response, Compensation and Liability Act
of 1980 (“CERCLA™), and the Resource Conservation and Recovery Act of 1976 (“RCRA”). Regulatory
compliance activities are centered on providing professional services to meet the requirements of the Clean Water
Act, Clean Air Act, Toxic Substances Control Act, and RCRA. For the DOE, we are presently working on several
former nuclear-weapons - production -facilities where we provide enginéering, construction and - construction
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management for nuclear activities. For the DOD, we are involved in projects at several Superfund sites and several
Formerly Utilized Sites Remedial Action program (FUSRAP) sites managed by the U.S. Army Corps of Engineers.
For the Department of the Army, we are working on the chemical demilitarization program at several sites. The
DOD is increasingly using performance based contract vehicles, including guaranteed fixed-price contracts, wherein
we assume responsibility for cleanup and regulatory closure of contaminated sites for a firm fixed-price. We
purchase environmental insurance to provide protection from unanticipated cost growth due to unknown site
conditions, changes in regulatory requirements and other project risks. '

Homeland Security: As a part of our homeland security programs, we have provided emergency support services
to numerous federal agencies (and private-sector clients) in response to anthrax contamination at a number of high
profile sites. The services we provide. for anthrax and other biological agent contamination include sampling,
analyzing samples, providing other'laboratory services, decontaminating -and cleaning buildings and equipment, air
monitoring and modeling, and disposing of contaminated waste. Our services also include providing risk assessment
and engineering and logistical support, as well as playmg a leading role in investigating, developing and testmg
innovative decontamination techniques to help minimize and eliminate such contamination.

Nuclear Services: A significant portlon of future DOD and DOE env1ronmenta1 expend1tures will be dlrected to
cleaning up hundreds of domestic and international military bases and to restoring former nuclear weapons. facilities.
The DOD has stated there is a need to ensure that the hazardous wastes present at these sites, often located near
population centers, do not pose a threat to the surrounding population. Further, in connection with the closure of
many military bases, there are economic incentives and benefits resulting from environmental restoration that enable
these sites to be developed commercially by the private sector. The DOE has long recognized the need to stabilize
and safely store nuclear weapons materials and to clean up areas contaminated with hazardous and radioactive
waste. We continue to provide engineering and project 1eadersh1p support to other DOE nuclear programs such as
Mixed Oxide Fuel and Yucca Mountain. ‘

., Environmental Liability Solutions: The DOD has stated its intent to increase the use of performance based
contracts, including guaranteed fixed-price with environmental insurance vehicles. During fiscal 2004, we were
awarded several IDIQ contracts by the DOD that were primarily FPRI type contracts. We have been awarded three
projects totaling approximately $16.6 million and we continue to see new projects- from these FPRI contracts. In
addition, we have approximately $114 million in backlog related to two IDIQ. projects as of August 31, 2004. We
have also created the “Shaw Insured Environmental Liability Distribution” or “SHIELD”™ program, a proprietary
structured transaction tool that insures and distributes environmental liabilities for parties desiring to substantially
reduce contingent environmental hablhtles . : \

Facilities Management - Mission Support Services: The Facilities Management - Mission Support Services
business line provides integrated management services to federal customers. These services traditionally include
operating logistics facilities and equipment, providing public works maintenance services, operating large utilities
systems, managing engmeermg organizations, supervising construction, operating and maintaining housing, and
maintaining public safety services including police, fire and emergency services. Customers include the DOE,
NASA, the Army, the Air Force, and the Navy. : ‘

Specifically, our subsidiary, Shaw Beneco, provides constructxon management de51gn/bu11d and general
contracting for military housing, commercial and industrial facilities for the federal government and other clients.
Shaw Beneco’s operations are organized by project delivery and contract type: Maintenance, Renovation and Repair
(MRR) programs and Construction Projects. MRR programs include Job Order Contracts and the U.S. Air Force’s
Simplified Acquisition of Base Engmeenng Requirements contracting methods, along with various forms of IDIQ
contracts. Construction - projects 1nc1ude stand—alone construction pI‘OJECtS design/build and multiple -award
construction contracts. - B : :

Commercial, State and Local
Commercial, State and Local services provide environmental consulting, engineering and construction services to
private-sector and state and local government customers. Core services of the Commercial Consulting and
Engineering and Construction Groups include engineering, consulting and turnkey management services. These
services include complete life cycle management, construction management, O&M. services, and environmental
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services including emergency- response and high hazard and toxic waste cleanups and on-site remedial activities.
Commercial, state and local services provides full.service capability, including. site selection, permitting, design,
build, ‘operation, decentamination, demolition, remediation and redevelopment. Our services range from initial
studies to designing and constructing in-water remediation projects, marine terminals and navigation improvements.

Through our solid waste service line, we provide turnkey services, including engineering, permitting, design/build
construction, equipment fabrication, landfill products, sampling, monitoring, and facility and system operation and
maintenance, principally to the owners and operators of municipal solid waste landfills. Shaw E&I offers complete
life .cycle- management of solid waste, employing capabilities that range from site 1nvest1gat10n through landfill
design and constructlon to post-closure operatlons and maintenance or redevelopment.

Addltlonally, our Sc1ence and Technology Group utilizes technology to solve environmental problems and these
efforts are supported by three Company-owned laboratories. We also utilize bioreactor systems technology and have
expertise in the treatment of contaminated groundwater and wastewater. Specific applications include ‘contaminants
such as perchlorate, MTBE, and high strength waste streams from food, beverage, and pharmaceutical industries.

Housing Privatization

The Housing Privatization business line provides integrated services for the DOD’s Military Housing Privatization
Initiative, including . property ownership; project financing; development; design/construction; and daily property
management and maintenance services. This is a relatively new market that has developed in recent years as a result
of the DOD’s need to retain personnel by providing quality housing to service members and their families.

Traditionally,-the DOD has maintained most of its own facilities and support systems, but in recent years it has
. transferred-many of these responsibilities to private contractors and private owners. A privatization market has been
created by the ‘government’s sales of assets or revenue streams, such as military housing, electric, water and
wastewater, utilities on a military base, to private companies, which are’ then.responsible for maintenance and
operation of site activities currently conducted by government personnel. Additionally, the Office of Management
and Budget has an initiative to force agencies to follow the DOD’s lead and begin to streamline their operations.

As a result, during fiscal 2004,: we have been. awarded two contracts to privatize military family housing for
approximately 2,500 military family housing units with our joint. venture partner, CEI. The total estimated
development-costs for these two contracts is approximately $284 million. Additionally, we have been notified that
we have béen awarded five additional contracts to privatize military family housing; however, these contracts had
not yet closed as of August 31, 2004. These contracts have estimated development costs of approximately $1 billion
for the privatization of approximately. 7,800 military family housing units. We believe several factors, including (i)
our federal government business platform, (ii). prior DOD facilities management and Job Order Contracting and
other governmental contracting experience, and (111) expert1se in construction at military mstallatlons contnbured to
- these contracts bemg awarded to us. :

Engineering, Construction & Maintenance Segment
The ECM segment provides a range of project-related services, including design, engineering, construction,
procurement, maintenance, technology and consulting services, primarily to the power generation and process

industries.

Industry Overview:

Power Generation Industry

We provide a full range of engineering, procurement and construction services to power projects.on a global basis.
During fiscal 2001, our backlog increased significantly as a result of demand for new power plants, primarily
combined-cycle and combustion turbine technology .fueled by natural gas or both oil and gas. This new capacity
demand was primarily created by orders from independent power producers and merchant power plants to develop
additional generation ;capacity. Typically; new plants from independent and merchant power producers compete
directly with existing utilities in deregulated sectors. Deregulation also created opportunities for us from existing
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utilities that needed to upgrade or develop new power plants to remain competitive. Although demand for new
power plants decreased significantly in fiscal 2002 and fiscal 2003, we expect that in the coming years many
-existing plants will need to be “re-powered” or substantially upgraded by replacing all or most of the existing
equipment with more efficient systems. During fiscal 2004, we were awarded two contracts for new construction
gas-fired power generation projects for a combined contract price of approximately $735 million.

We also provide system- wrde maintenance and modrﬁca’uon services to exrstrng power plants These projects can

include upgradmg emission control systems and redesigning facilities to allow for the use of alternative fuels. We

concentrate on more complicated, \non-commodity type projects where our technology, historical know-how. and

project management skills can add value to the project. -‘We believe we have a leading position in the

decommissioning and decontamination business for nuclear power plants. This business consists of shutting down

and safely removing a facility from service while reducing the residual radioactivity to a. level that permits release of
the property forlunrestricted use and termmatron of the nuclear power plant lrcense

Process Industry ' t ‘ : ‘

Our process work includes work for customers primarily in the chemical, petrochemical and refining industries.
Demand in processing industries has declined in recent years as a result of decreased spending by chemical,
petrochemical and refining companies and, more recently, due to an overall downtum in the worldwide economy.
However, we dre encouraged by an increase in inquiry activity in the petrochemical and refining industries,
especially in the overseas markets. Key. drivers include an ‘increased demand for ethylene and downstream
petrochemical products as well as waste-to-energy: opportunities. We believe there will be' increased - capital
expenditures by the major oil and ‘petrochemical companies in calendar 2005. Internationally, China continues to
significantly expand its petrochemical capabilities. Critical to this expansion is additional ethylene capacity which is
one of our core competencies. We also expect new petrochemical opportunities in the: oil producing regions due to .
the higher than expected crude oil prices and the availability of lower priced natural gas in the Middle East. This is
particularly true in the Kingdom of Saudi Arabra where the oil refining industry is. beginning to expand.into
petrochemlcals

We expect that actions by the major oil and petrochemical companies to integrate refining and petrochemical
facilities in order to imprové margins will provide opportunities for us. In the petrochemical field, we have particular
expertise in the construction of ethylene plants which -convert gas and/or liquid hydrocarbon feed stocks.into
ethylene, the source of many higher-value chemical products, including packaging, pipes, polyester, antifreeze,
electronics, tires and tubes. The demand for our services in the refining industry has been driven by refiners’ needs
to process a broader spectrum. of crude and to produce a greater-number of products. In addition, current refining
activity is being driven by demand for clean fuels and clean air legislation: While the refining process is largely a
commodity activity, the configuration of each refinery depends primarily on the grade of crude feedstock available,
desired mix of end-products and considerations of capital and operating costs. We also undertake related work in the
gas-processing field, including propane dehydrogenatlon facilities, gas treatment facilities, quueﬁed natural gas-

plants and cryogenic processes. ‘

Services Offered

Engineering and Design

We provide a broad range of engineering, design and design-related services to our customers. Our engineering
capabilities include civil, structural, mechanical, and electrical. For each project, we identify the project
requirements and then integrate and coordinate the various design elements. Other critical tasks in the des1gn process
may include value analysis and the assessment of construction and maintenance requirements.

Construction, Procurement and Maintenance

We provide construction and construction management services. We often manage the procurement of materials,
subcontractors and craft labor. We believe we-have significant expertise in effectively and efficiently managing

these' activities, vendors and labor. Depending on the project, we may function as the primary contractor or as a
subcontractor to another firm or as a construction manager, engaged by the customer to oversee another contractor’s
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compliance with design specifications and contracting terms. :Under operation -and maintenance contracts, we
perform repair, renovation, predictive and preventative services to customers in their facilities worldwide.

Consulting

We provide technical and economic analysis and recommendations to:owners, investors, developers, operators and
governments, primarily in the global power generation industry. Our services include competitive market valuations,
asset valuations, assessment of stranded costs; plant technical descriptions and energy demand modeling. We have
particular expertise in the electronic simulation and analysis of power transmission and distribution systems.

Technology

Our world-class proprietary: olefin and refinery technologies, éoupled with the Badger alliances, allow us to offer
clients an integrated refinery and petrochemicals solution. The combined Stone & Webster/Badger team, in
conjunction with key alliance partners, offers leading technology in many' sectors of the refining and petrochemical
industry. : : o

Fabr'ication= Manufacturing And Distribution Segment

The Fabrication, Manufacturing and Distribution segment provides integrated piping systems and services for new
construction, site expansion and retrofit projects. for industrial plants and manufactures. We believe we are the
largest supplier of fabricated piping systems for power generation facilities in the United States and a leading
supplier worldwide. In process facilities, piping systems are the critical path to convert raw or feedstock materials to
products. We fabricate fully integrated piping systems and provide a full range of engineering, procurement and
construction services for process customers around the world.

Piping system integration accounts for a significant portion of the total man-hours associated with constructing a
power generation or a materials processing facility. We provide fabrication of complex piping systems from raw
materials including carbon steel, stainless steel and other alloys, such as nickel, titanium and aluminum. We
fabricate pipe by cutting it to length, welding fittings on the pipe and bending the pipe, each to precise customer
specifications. We currently operate pipe fabrication facilities in Louisiana, South Carolina, Utah, Oklahoma (where
operations have been substantially reduced as a result of decreased demand), the United Kingdom, Venezuela (our
pipe fabrication facﬂlty was closed due to political unrest during 2003), and two joint ventures: Bahrain and China.
Our fabrication facilities are capable of fabricating pipe ranging in diameter from 1/2 inch to 72 inches, with overall
wall thicknesses from 1/8 inch to 7 inches. We can fabricate pipe assembhes up to 100 feet in length and weighing
up to 45 tons.

We believe our induction pipe bending technology is one of the most advanced, sophisticated, and éfficient
technologies available, and we utilize this technology and related equipment to bend pipe and other carbon steel and
alloy items for industrial, commercial and architectural applications. Pipe bending can provide significant savings in
labor, time and material costs, 4s well as product strengthening. In addltlon we have commenced a robotics program
which we believe will result in productivity and quality levels not previously attained in this industry. As of August
31, 2004, the robotics program is currently being tested in production.

We operate a manufacturing facility in Shreveport, Louisiana, which sells its products to our ECM segment’s
operations and to third parties. Manufacturing our own pipe fittings enables Shaw to realize greater efficiencies in
the purchase of raw materials, reduces overall lead times and lowers total installed costs.

- “We also operate several distribution centers in the U.S., which distribute our products and products manufactured by

third parties. Demand for the segment’s products is typically dependent upon capital projects in the Power
Generation and process industries.
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Segment Fmancrai Data And Export Sale Informatlon
See Note 15 of the notes to our consohdated ﬁnancral statements for detalled ﬁnanc1al mforrnatmn regardmg each
business segmerit and export sales information.

Revenues By Hndustry And Geographlc Reglon Cne

T

Our revenues by 1ndustry in our three most recent ﬁscal years approx1mated the followmg amounts

Year Ended August 31,
2004 2003 2002
Industry Sec_tor (In Millio_n‘s‘)‘ ] Y% 3 (In Millions) . % ‘ (_In Miltﬂ_ious) %

Enyironmentaland B L ' ‘ ; . '
Infrastructure ©$1,3294° 43% = ° " §1,203.8 37% $ 4898 16%

Power Generation 1,115.5 . 36 1,536.2 47 22178 70

Process Industries 544.2 18 4405 13 258.5 8

Other Industries 87.8 3 112300 03 s u183.0¢0 0 6 .
&_1,& | Jm% . s;szgzs m% s35142 L _QQ%

Process 1ndustnes include chemical and petrochemlcal processmg and crude oil reﬁmng sales Other industries
-1nc1udes the 011 and gas exploratlon and productlon mdustry as Well as varlous fabr1cat1on distribution customers.

The major 1ndustnes in ‘'which we' operate are-cyclical: ‘Because our customers typlcally participate in a broad
portfolio of industries, our experience has been that downturns in one industry- sector’ may be rhitigated, in part, by
opportunmes in; another sector. »

Our revenues by geographrc reglon in our three most recent ﬁscal years approxrmated the followrng amounts:

|

[T e ~1J.‘,s-‘ .

L. : Year Ended August 31 ,

RIS 2004 - o s 2003 Lt e, 2002 .
Geographic Region - _(In Mllllons) % - (In Millions) -- % . (In Mllhons) Y% .
United States . -~ $2,511.6, 82% .. .- $2,800.9 - 85% + $2 7373 - 87%. -.
Asia/Pacific Rim. 223. 4‘; 7L - 219, 8 7 146. 1-'; : 5
Middle East 151.3 . 5 12.0 — 10.8 —_
Europe 96.3 : 4 101.9 3 103.7 3
Canada , 745 2 A27.7. . 4 108.2 . 4
South America and = | L A e e L

Mexico . ) 7.2 — 14— . 276 1
Other, ) i 126+ o o 158 1 o 154 @ —
AR $3.076.9 " 100% §3,2‘22.§ ©100%  $3,149.1 - 100%

Voo
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Backlog

The following table breaks out backlog in the followmg industry sectors geographlc regions and business segments
for the periods indicated.

At August 31,
2004 ‘ 2003 2002
In Millions % In Millions % __In Millions __ %
Industry Sector '
Environmental & Infrastructure $2,856.4 50% $2,783.9 59% $2,313.7 41%
Power Generation 2,176.7 38 1,399.7 29 2,690.2 48
Process Industries 723.2 12 529.1 11 497.8 9
Other Industries 9.7 — 38.6 1 103.0 2
: $5766.0 .  100%  $4,751.3 100% $5,6047  100%
Geographic Region ‘ - .
Domestic $4,906.6 85%  $4,310.7 91%  $5,080.9 91%
International 859.4 .15 ~440.6 -9 523.8 _9
: $5.766.0 100% . $4,751.3 100%  $35,604.7 100%
Business Segments -
E&I ‘ $2,856.4 50%  $2,783.9 59% $2,313.7 41%
ECM 2,793.8 48 . 1,8683 39 3,017.0 54
Fabrication, Manufacturing and ) C
Distribution ‘ ‘1158 2 9.1 - _2 274.0 hi

$57660  100%  S475L3 - 100% $5.6047  100%
We estimate that approximately 43% of our backlog at August 31, 2004 'will be completed in fiscal 2005.

Our backlog is largely a reflection of the broader economic trends being experienced by our customers and is
important to us in anticipating our operational needs. Backlog is not a ‘measure defined in generally accepted
accounting principles and our methodology for determining backlog may not be comparable to the methodology
used by other companies in determining their backlog. We cannot assure you that revenues projected in our backlog
will be realized, or if realized, will result in profits. see. Item 7. - “Management s Discussion and Analysis of
Financial Condition and Results of Operations - Risk Factors.”

E&I Segment - Our E&I segment’s backlog includes the value of awarded contracts and the estimated value of
unfunded work of ‘our consolidated subsidiaries and our proportionately consolidated joint venture entities. The
unfunded backlog generally represents various government (federal, state and local) project awards for which the
project funding has been at least partially authorized or awarded by the relevant government authorities (e.g.,
authorization' or an award has been provided for only the initial year or two of a multi-year project). Because of
appropriation limitations in the governmental budget processes, firm funding is usually made for only ‘one year at a
time, and, in some cases, for periods less than one year, with the remainder of the years under the contract expressed
as a series of one-year options. Amounts included in backlog are based on the contract’s total awarded value and our
estimates regarding the amount of the award that will ultimately fesult in the recognition of revenue. These estimates
are based on our experience with similar awards and similar customers and average approximately 75% of the total
unfunded awards. Estimates are reviewed periodically and appropriate adjustments are made to the amounts
included in backlog and in unexercised contract options. Our backlog does not include any awards (funded or
unfunded) for work expected to be performed more than five years after the date of our financial statements. The
amount of future actual awards may be more or less than our estimates.

ECM Segment - We define our backlog in the ECM segment to include projects for which we have received a
commitment from our customers of our'consolidated subsidiaries and proportionately consolidated joint venture
entities. This commitment typically takes the form of a written contract for a specific project, a purchase order, or a

_ specific indication of the amount of time or material we need to make available for a customer’s anticipated project.
Certain backlog engagements are for particular products or projects for which we estimate anticipated revenue, often
based on engineering and design specifications that have not been finalized and may be revised over time. Our
backlog for maintenance work is derived from mamtenance contracts and our customers’ historic maintenance
requirements.
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Fabrication, Manufacturing & Distribution - We define our backlog in this segment to include projects for which
we have received a commitment from our customers. This commitment typically takes the form of a written contract
for a specific project, a purchase order, or a specific indication of the amount of time or material we need to make
available for a customer’s anticipated project.

Many of the contracts in backlog provide for cancellation fees in the event customers cancel projects. These
cancellation fees usually provide for reimbursement of our out-of-pocket costs, revenue associated with work
performed prior to cancellation and a varying percentage of the profits we would have realized had the contract been
completed. :

Types Of Contr‘acts

Our work is performed under fixed-price contracts, cost-reimbursable contracts, and fixed-price and cost-
reimbursable cortracts modified by incentive and penalty provisions. Each of our contracts may contain components
of more than one of the contract types discussed below. During the term of a project, the contract or components of
the contract may be renegotiated to a different contract type. We focus our engineering, procurement and
construction activities on cost-reimbursable, as defined below, and negotiated fixed-price work. We believe these
types of contracts reduce our exposure to unanticipated and unrecoverable cost overruns. Fixed-price contracts are
generally obtained by direct negotiation rather than by competitive bid. We have entered into fixed-price or unit-
price contracts on a significant number of our domestic piping contracts and substantially all of our international
piping projects. At August 31, 2004, approximately 78% of our backlog was comprised of cost-reimbursable
contracts, 20% were fixed-price contracts and 2% were unit-price contracts.

Our fixed-price contracts include the‘ following:

. ° Firm fixed-price contract - A contract in which the price is not subject to any adjustment by reason of our
cost experience or our performance under the contract. As a result, we benefit from costs savrngs while
generally being unable to recover any cost-overruns on these contracts. However, these contract prices may
be adjusted for changes in scope of work, new or changing laws and regulations and other events negotiated.

_These fixed-price contracts usually require that we use our best efforts to accomplish the scope of the work
‘within a specified time; otherwise, we could be assessed damages which i in some cases are limited to agreed-
upon liquidated damages.

e Max1mum prrce contract - A contract which provides at the outset for an 1n1t1a1 target cost an initial target
_ profit, and a price ceiling. The price is subject to adjustment by reason of our cost experience, but the
adjustment would. generally not exceed the price ceiling established in the contract. In addition, these
contracts usually include provisions whereby we share cost savings with our clrents As a result, we partially
beneﬁt from cost savings while we generally are unable to recover any cost overruns.in excess of, the ceiling
price.. _ - .

e Unit- prrce contract -A contract under which we are paid a spec1ﬁed amount for every unit of work
performed. A unit- -price contract is essentially a firm fixed-price contract with the only variable being units of
work . performed. Variations in unit-price contracts include the same type of variations as firm fixed- -price
contracts.. We are normally awarded these contracts on the basis of a total price that is the sum of the product
of the specified units and unit prrces

Our cost-reimbursable contracts include the following: '

. . Cost-plus contract - A contract under whlch we are reimbursed for allowable or otherwise deﬁned costs
" .1ncurred plus a fee or mark-up. These- contracts usually require that we use our best efforts to accomplish the
' scope of the work within a specified time; otherwise, we could be held liable for damages which in some
. cases are limited to agreed upon liquidated damages The contracts may also include incentives for various
performance criteria including areas as, quallty, timeliness, . ingenuity, safety and. cost effectiveness. In
-addition, our costs are generally subject to review by our customers and such reviews.could result in costs
being disputed as not reimbursable under the terms of the contract.
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» Target-price contract - A contract under which we are relmbursed for costs plus a fee consisting of two parts:
(i) a fixed amount which does not vary with performance and (ii) an award amount based on the performance
and cost-effectiveness of the project: As a result, we are generally able to récover any cost overruns on these

. contracts; however, we can be assessed liquidated or actual damages for late delivery or the failure to meet

- certain performance criteria. Target-price-contracts also generally provide for sharing of costs in excess of or

below the target. In some contracts, we may agree to share cost overruns in excess of our fee which could
result in a loss on the project. ‘

U.S. Government contracts are typically awarded through competitive bidding or negotiations pursuant to federal
acquisition regulations and may involve several bidders or offerors. Government contracts also typically have annual
funding limitations and are limited by public sector budgeting constraints. Government contracts may be terminated
at the discretion of the government agency with payment of compensation only for work performed and
commitments made at the time of termination. In the event of termination, we generally receive some allowance for
profit on the work performed. Many of these contracts are multi-year Indefinite Delivery Order agreements. These
programs provide estimates of a maximum amount the agency expects to spend. Our program management and
technical staffs work closely with the client to define the scope and amount of work required. Although these
contracts do not initially provide us with any specific amount of work, as projects are defined, the work may be
awarded to us without further competitive bidding.

Although we generally serve as the prime contractor on our federal government contracts, or as part of a joint
venture which is the prime contractor, we also serve as a subcontractor to other prime contractors. With respect to
bidding on large, complex environmental contracts, we have entered into and may continue to enter into joint
venture or teaming arrangements with competitors. : :

Also, U.S. Government contracts generally are subject to oversight audits by government representatives, to profit
and cost controls and limitations, and to provisions permitting modification or termination, in whole or in part,
without prior notice, at the government’s convenience. Government contracts are subject to specific procurement
regulations and a variety of socio-economic and other requirements. Failure to comply with such regulations and
requirements could lead to suspension or debarment, for cause, from- future government contracting or
subcontracting for a period of time. Among the causes for debarment are violations of various statutes, including
those related to employment practices, the protection of the environment, the accuracy of records and the recording
of costs. :

Our continuing service agreements with customers expedite individual project contract negotiations through means
other than the formal bidding process. These agreements typically contain a standardized set of purchasing terms
and pre-negotiated pricing provisions and often provide for periodic price adjustments.” Service agreements allow
our customers to achieve greater cost efficiencies and reduced cycle times in the design and fabrication of complex
piping systems for power, chemical and refinery projects. In addition, while these agreements do not typically
contain committed volumes, we believe that these agreements provide us w1th a steady source of new projects and
help minimize the impact of short-term pricing volatility.

Customers And Marketing
Our customers are principally major multi-national industrial corporations, regulated utilities, independent and
merchant power providers, governmental agencies and equipment manufacturers.

For the year-ended August 31, 2004, we had revenues from seven customers of approximately $814.2 million, which
represented approximately 52% of our ECM segment’s revenues and 27% of our total revenues. We also had total
revenues from U.S. Government agencies or entities owned by the U.S. Government of approximately $1,170.0
million (38% of our total revenues) that included E&I segment revenues totaling approx1mately $908.6 million
(68% of E&I segment IevVenues).

Additionally, as of August 31, 2004, approx1mate1y 54% of our total backlog, and appr0x1mate1y 93% of the E&I
segment’s backlog is with U.S Government agencies or entities owned by the U.S. Government. Contracts with
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seven separate commercial customers of the ECM segment represent approximately 31% of total backlog and 63%
of ECM backlog at August 31, 2004.

For the year ended August 31, 2003, we had revenues from entities owned or controlled by PG&E National Energy
‘Group, Inc. of ;approximately $435.9 million, which represented approximately 24% of our ECM segment’s
revenues and 13% of our total revenues. Also, we had total revenues from U.S. Government agencies or entities
owned by the U.S. Government of"approximately $948.9 million (29% of our total revenues) that included E&I
segment revenues totaling approximately $815.0 million (68% of E&I segment revenues).

We conduct our marketing efforts principally with an in-house sales force. In addition, we engage independent
contractors as agents to market to certain customers and territories: We pay our sales force a base salary plus, when
applicable, an annual bonus. We pay our independent contractors on a commission basis which may also include a
monthly retainer. : -

Raw Materiéls ‘And Suppliers

For our engineering, procurement and construction services, we often rely on third party equipment manufacturers
and subcontractors to complete our projects. We-are not substantially dependent on any individual third party to
support these operations; however, we are subject to possible cost escalations based on inflation and other market
price fluctuations.

Our principal raw materials for our pipe fabrication operations are carbon steel, stainless steel and other alloy piping,
which we obtain from a number of domestic and foreign primary steel producers. The market for most raw materials
is extremely competitive, and our relationships with suppliers are strong. Certain types of raw materials, however,
are available from only one or a few specialized suppliers. Our inability to obtain materials from these suppliers
could jeopardize our ability to timely complete a project or realize a profit..

We purchase directly - from manufacturers, or manufacture, a majority of our pipe fittings. These arrangements
generally lower our pipe fabrication costs because we are often able to negotiate advantageous purchase prices as a
result of the velumes: of our purchases. If a manufacturer is unable to deliver the materials according to the
negotiated terms, we may be required to purchase the materials from another source at a higher price. We keep items
in stock at each: of our facilities and transport items between our facilities as required. We obtain more spec1ahzed
matenals from suppliers when required for a project.

Industry Cernficatlons

In order to perform fabrlcatlon and repalrs of coded piping systems, our domestlc construction operatlons and
fabrication facilities, as well as our subsidiaries in Derby, U.K. and Maracaibo, Venezuela, maintain the required
American Society: of Mechanical Engineers (“ASME”) certification (U & PP stamps). The majority .of our
fabrication facilities, as: well as our subsidiaries, in Derby, U.K. and Maracaibo, Venezuela have also obtained the
required ASME certification (S stamp) and the National Board certification (R stamp).

Our domestic subsidiary engineering and construction operations in Stoughton, Massachusetts also maintain the
required ASME certification (S stamp) and the National Board repair certification (R stamp) in addition to the
ASME certifications (A, PP, & U stamps) and the National Board registration certification (NB stamp) for S, A PP,
and U stamped items. :

In order to perform nuclear construction, fabrication, and installation activities of ASME III Code items such as
vessels, piping systems, supports, and spent fuel canister/storage containments at nuclear plant sites, our domestic
subsidiary engineering and construction operations in Stoughton, Massachusetts maintain the required American
Society of Mechanical Engineers (“ASME”) certifications (N, N3, NPT, & NA stamps){(NS Cert). These ASME
certifications also authorize our Stoughton location to serve as a material organization for the supply .of ferrous and
nonferrous material. Stoughton, Massachusetts also maintains the National Board nuclear repair certification (NR
stamp) and National Board registration certification (NB stamp) for N & N3 stamped nuclear components.
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The Laurens, South Carolina facility also maintains a nuclear piping ASME certification (NPT stamp) and is
authorized to fabricate piping for nuclear power plants and to serve as a material organization to manufacture and
supply ferrous and nonferrous material. This facility is also registered by the International Organization of Standards
(ISO 9002). Substantially all of our North American engineering operations, as well as our UK operatlons are also
registered by the International Organization of Standards (ISO 9001).

Patents, Trademarks And Licenses And Other Intellectual Property

We have several items that we believe constitute valuable intellectual property. We consider our computerized
project control system, SHAW-MANT™, to be a proprietary asset. We believe that our Stone & Webster subsidiary
has a leading position in technology associated with the design and construction of plants that produce ethylene,
which we protect and develop with license restrictions and a research and development program. Our Power
Technologies Inc. (PTI) subsidiary is the owner of a recently issued patent for a line rating monitor, sold as the
ThermalRate® System. The ThermalRate® System allows transmission and distribution lines to carry more power
while maintaining high reliability and safety. For lines that thermally limit power flow, the ThermalRate® System is
a cost-effective solution which can av01cl physical modlﬁcatlons of the lines.

Through the acquisition of the Badger® technologies, we have obtained several technology partnerships. In the key
area of zeolite catalysis, the association with ExxonMobil Chemical has resulted in the successful development of
what we believe to be the world’s leading technologies to produce ethyl benzene and cumene, which are available
for license through Badger Licensing LLC, our joint venture with ExxonMobil Chemical. Complementing this
relationship in alkylation is the licensing of the Fina/Badger Styrene Monomer Technology, a relationship that has
spanned 40 years. In the area of gas to liquids, we are the exclusive provider of front end/basic engineering for
Sasol’s Fischer-Tropsch technologies.

Through our acquisition of the assets of the IT Group, we have acquired certain patents that are useful in
environmental remediation and related technologies. The technologies include the Biofast® in-situ remediation
method, a vacuum extraction method for treating contaminated formations, and a method for soil treatment which
uses ozone. The IT Group acquisition also included the acquisition of proprietary software programs that are used in
the management and control of hazardous wastes and the management and oversight of remediation projects.

In fiscal 2003, we acquired Envirogen, Inc. which had certain patents and trademarks. Envirogen’s patented
technologies include processes for the control of biomass in Fluidized Bed Reactors which processes enhance
overall system degradative performance and operating costs, biodegradation of MTBE dand other compounds
utilizing specialized bacteria and degradative techniques, and designs for Membrane Blologlcal Reactors reducing
operating costs and downtime associated with membrane cleaning for water treatment.

Competition

The markets served by both our ECM and E&I segments are highly competitive and for the most part require
substantial resources and highly skilled and experienced technical personnel. A large number of regional, national
and international companies are competing in the markets we serve, and certain of these competitors have greater
financial and other resources. Further, we are a recent eéntrant into certain areas of these businesses, and certain
competitors possess substantially greater experience, market knowledge and customer relationships. '

In pursuing piping, engineering and fabrication projects, we experience significant competition in both international

and domestic markets. In the United States, there are a number of smaller pipe fabricators; while internationally, our
principal competitors are divisions of large industrial firms. Some of our competitors, primarily in the international
sector, have greater financial and other resources than us.

Employees
At August 31, 2004, we employed approximately 17,200 employees, and approximately 600 of these employees

were represented by labor unions pursuant to collective bargaining agreements. We also employ union labor from
time to time on a project-specific basis. We believe current relationships with our employees (including those
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represented by unions) are satisfactory. We are not aware of any mrcumstances that are hkely to result in a work
stoppage at any of our fac111t1es

At August 31 2004 approxunately 950 of our employees work in our Wholly owned subsidiaries in Canada and -180
in the United Kingdom.

Environmental :jLaws And Regulations . '

We are subject. to environmental laws and regulations, including those concemning emissions into the air, discharges
into waterways, Ngeneratlon storage, handhng, treatment and disposal of hazardous materlals and wastes and health
and safety . »

The env1ronmen‘talz health and safety laws and regu‘lations to which we are subject are constantly changing, and it is
1mp0551ble to predlct the effect of such laws and regulations on us in the future. We believe we are in substantial
compliance with all applicable env1ronmental health and safety laws and regulaﬂons To date, our costs with respect
to environmental compliance have not been material, and we have not incurred any material environmental liability.
However, we cannot assure you that we will not incur material erivironmental costs or liabilities in the future. For
more information on the impact of environment regulation upon our businesses, see Item 7. “Management’s
Dlscusswn and Analys1s of Financial Condmon and Results of Operatlons Risk Factors.”

Etem 2. Propertaes

Our pr1nc1pa_l prpperties at'August 31, 2004 are as foliows:' o

o Approximate -
Location Description Square Feet_

+ Baton Rouge, LA Corporate Headquarters 240,000(1)

» Laurens, SC : Pipe Fabrication Facility = - 184,100 .
‘~Pra1r1eVIHe LA Pipe Fabrication Facility . : -+ 44,000(5) -
Shreveport, LA Pipe Fabrication Facility o 62,600(5)

+ WestMonroe, LA . Pipe Fabrication Facility - - .7 78,500
Walker, LA - . -+ -Pipe Fabrication Facility . S0 0169,500
Maracaibo, VenezZuela Pipe Fabrication Facility o 45,000(4)

- Tulsa, OK . | - Pipe Fabrication Facility ) : 144,800(7)
Clearfield, UT : Pipe Fabrication Facility v 391,200(1)

- Troutville, VA . - Pipe Fabrication Facility . 152,20003)

.~ Derby, UK. .. * Pipe Eabrication Facility y " 200,000(1)
" Baton Rouge, LA. Distribution Facility . 125,700(1)

- Shreveport, LA Piping Components and Manufacturlng Fac111ty 208,000

- Houston, TX Pipe Fittings Distribution Facility 57,100(1)

- Delcambre, LA Fabrication Facility 61,000 ‘
Laconia, NH Fabrication Facility 28,000(5)

~Longview, TX Fabrication Facility 25,500(6)
Addis, LA Fabrication Facility ©-109,200(1)

i Vacaville, CA Fabrication-Facility” 96,000(1)(5)
Stoughton, MA Office Building 197,000(1)

. Cambridge, MA ' : Office Building 62,300(1)

. Weymouth, MA Laboratory 19,350(1)

. Milton Keynes, UK. -. Office Building 86,500(1)
Houston, TX - Office Building 206,000(1)
Denver, CO “Office Building . 128,500(1)
Toronto, Canada Office Building .99,600(1)
Washington, D.C. Office Building 14,000(1)
Schenectady, NY Office Building -69,500(1)
Monroeville, PA Office Building 91,800(1)
Findlay, OH Office Building and shops 146,000(1)

~ Knoxville, TN ‘Office Buildings and laboratory 83,200(1)(2)

' Charlotte, NC- Office Building 23,900(1)

" Toddville, NC 29,400(1)

Office Building
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(1) Leased facility.
| (2) Facility includes 16,600 square foot laboratory, which is owned.
(3) Facility is. belng marketed for sale | .
(4) This facility has been temporarily closed due to pollltlcal and economic condmons
(5) Facility scheduled to be closed in fiscal 2005.
(6) Facility is closed and is subleased to a third party who has the option ,to‘porcl.lése the -facili‘;cy. |
(7) Facility available for use but idle in ﬁscel 2004. | | o

In addition to these locations, we occupy other owned and leased facilities in.various cities that are not considered
principal properties. Portions of certain of the office buildings described above are currently being subleased for
various terms. The square footage above is not reduced to reflect subleased space. We conSIder each of our current
facilities to be in good operatmg condmon and adequate for its present use.

Item 3. Legal ]Proceedmgs
NEG - Covert & Harquahala

Early in fiscal 2002, we entered into two target-price contracts with a customer, PG&E National Energy Group, Inc.
(NEG), and-its project entities, to:provide EPC services for two gas-fired combined-cycle power plants in Covert,
Michigan and Harquahala Valley, Arizona. In October 2002, the parent company of NEG, PG&E Corp. (PG&E)
announced that NEG had notified its lenders that it did not intend to make further equity contributions required
under the credit facility to fund the Covert and Harquahala projects. We believed this notice raised doubt about
whether we would continue to be paid for the work we performed under these target-price contracts.

In May 2003, after extensive negotiations with NEG’s project entities, NEG; and their lenders, we reached a
definitive settlement agreement for settlement of claims existing as of that date related to the Covert and Harquahala
projects. The settlement provided for fixed-ptice EPC contracts which increased the original target-price for both
projects by a total of $65.0 million; termination of the target-priced components of'the. original agreements which
provided for recovery of costs in excess of the fixed-price contracts; dismissal of pending legal proceedings, our
release of claims based on existing change orders and the incurrence of additional costs, and the extension of the
schedule for completion of the projects. The revised schedule provided for us to complete the Harquahala project in
September 2003 and the Covert project in December 2003. NEG paid us $32.5 million in May 2003 as a result of
this settlement agreement and required us to post a letter of credit in -its favor for the same amount which was
assigned by them to its lenders.

During fiscal 2003 we recognized a loss of $42.8 million (which includes-a $30.0 million loss recorded in the
second quarter of 2003) on these two projects, $33 1 million of which. was reversal of proﬁt recognized prior ‘to
fiscal 2003. : :

During the first quarter of fiscal 2004, we recorded. an additional loss.on these two projects of $39.3 million ($4.8
million of which was reversal of profit recognized prior to fiscal 2004).. Approximately $34.5 million represents:
actual and estimated increased costs to complete the Covert project primarily due to the failure of .installed
equipment, required rework and vendor and subcontractor delays. The $39.3 million loss was net of additional
expected claims of approximately $1.2 million. During the third quarter of 2004, we.recorded a reduction’in the
gross profit on the Harquahala project resulting from a $2.2 million reduction in.our estimated claims recovery and
an increase of $2.2 million in estimated cost of completion related primarily to the duration of our 1nvolvement in
start-up and warranty related activities.
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During the first quarter of fiscal 2004, we notified the owner of substantial completion on two of the three power
island units on Covert and communicated that the remaining unit would achieve substantial completxon in January
2004. We also communicated that the total facility would achieve substantial completion in February 2004. We
notified the owner of substantial completion on the Harquahala facility on December 24, 2003.

While we previdusly demonstrated :substantial completion on all six units at the two plants, the owners did not
accept our various unit and facility completion dates and continued to assess liquidated damages. The owners '
accepted substantial completion of the Covert units in January 2004 and the Harquahala units in March 2004. The
owners have notlaccepted facility completion-on either project, in part because they believe we must post letters of
credit on two projects totaling $43.0 million as security for warranty work in order to achieve facility completion.
We firmly disagree with this position, and until all outstanding disputes “are resolved, we do not intend to post
additional letters of credit. In the meantime, we intend to comply with our warranty obligations.

As of August 31, 2004, the owners have withheld $55.4 million from milestone payments due us as an offset to
liquidated damages they have claimed. In addition, in August 2004, the owners drew $18.8 million under an
outstanding letter. of credit for liquidated damages they have claimed due. As of August 31, 2004, the owners have
indicated that théy may claim .as much as $89 million in liquidated damages. The ultimate assessment could be
higher as the owners are claiming that they can assess daily liquidated damages until facility completion is accepted
($70,000 per day 'at Covert and $63,000 per day at Harquahala) up to a. maximum of approximately $130 million for
both projects. On March 29, 2004, we filed liens against both. projects and have initiated binding arbitration
regarding our claims. Arbitration w1th the owners is not expected to occur until the summer of calendar year 2005 at
the earliest.

On February 20, 2004, we were notified by the lenders of the Harquahala project of their intention to draw $18.7
million under the existing $32.5 million letter of credit for assessed liquidated damages. We sought an injunction in
the Supreme Court of the. State-of New York to preclude the lenders from drawing under the letter of credit until
arbitration with the owners on the underlying claims is resolved. A temporary restraining order was granted
prohibiting the lenders from drawing under the $32.5 million letter of credit but was lifted in August 2004 at which
time the lenders drew $18.8 million under the outstanding letter of credit. As of August 31, 2004, a $13.7 million
letter of credlt remains outstandmg for these prOJects .

Based on our evaluatlon and adv1ce of legal counsel we believe we have defenses to the owners’ claims of
liquidated damages. We intend to vigorously contest the assessment. Additionally, we believe a substantial portion
of the delays wereé, caused by our. vendors, subcontractors and equipment manufacturers from whom we may collect
delay -and related [damages,-and we.are pursuing these actions. For these reasons, our revenue and cost estimates
reflect our expectation that we will not .incur liquidated damages in excess of amounts we believe would be
recoverable from others. However, there-can be no absolute assurance that.delay damages will not have to be paid. If
we are required tojpay the owners delay damages that we cannot recover from subcontractors, vendors, or equipment
manufacturers, that amount will be recorded as a loss.

Unrelated to the claims for delay damages discussed above, we have recorded approximately $26.5 million in claims
receivable from the owners, vendors, subcontractors, equipment manufacturers, and insurance. Based on our
evaluation of the contractual terms, our claims documentation, and the advice of legal counsel, we believe we have a
strong basis for these cldims (including claim$ against vendors based on their delivery of incomplete and/or
defective equipment and claim§ against various subcontractors for their delays in providing services) in excess of the
recorded amounts; but we have only recorded a claim receivable for the portion that we estimate will ultimately be
collected. Recovery of the claims is dependent upon our negotiations, arbitration and litigation with the owners and
their lenders, several subcontractors, vendors and equipment manufacturers. Due to the uncertainties surrounding
litigation or arbitration of this nature, we cannot provide absolute assurance to you as to the outcome of these claims
or their collectlblhty :

If we collect amounts different than the amounts that we have recorded as claims receivable of $26.5 million, that
difference will be recognized as income or loss. Timing of collection is uncertain at this time, but is not expected in
the next twelve months unless a settlement occurs or the disputes are resolved through the dispute resolution process
pursuant to the contract. .
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The following table summarizes contract amounts due from the owners-and claims recorded on these projects,
excluding claims related to liquidated damages as of August 31, 2004 (in millions):

Amounts due from the owners: .
Amounts remaining to be paid under the original contract terms:

Billed milestones receivable $ 554

. Milestones unbilled at August 31, 2004 (to be billed upon final acceptance) 1.7
Reimbursement of letter of credit draws 18.8
Claims for additional costs incurred ) . ‘ 7.7
Total amounts receivable from the owners ' - 83.6

Claims receivable from subcontractors and others, excludmg amounts related to

liquidated damages ‘ ‘ : 18.8
Less: Amounts collected by drawing letters of credit posted by the turbme ' ‘
manufacturer on the Covert project(1) (25.6)
Total amounts receivable, excluding amounts related to liquidated damages , $§ 768 -

(1) Amounts collected under th1s letter of credit draw aré for both liquidated damages and for other claims against
the turbine manufacturer. t :

The above amounts are recorded in costs and estimated earnings in excess of b1llmgs on uncompleted contracts
including claims on the consohdated balance sheet at August 31, 2004.
Ly o

In March 2004,‘ we drew the entlre amount available under a letter of credit posted by the turbine manufacturer on
the Covert project for $25.6 million. The turbine manufacturer disputes the draw under the letter of credit and
arbitration is currently scheduled for March 2005. We believe we will prevail in this matter and believe the draw
under the letter of credit is in accordance with the terms of the letter of credit. The turbine manufacturer has also
filed a demand for arbitration against us for approximately $3.6 million in alleged unpaid technical assistance
services which has been cons1dered in our overall claims position w1th the turbine manufacturer.

Although NEG, the parent of the project entities, filed for Chapter 11 bankruptcy in July 2003, the project entities
that own these two projects are not included in the bankruptcy proceedings, and we do not believe NEG’s current
financial position will negatively impact future payments to us related to these projects. :

Based on our evaluation and the advice of legal counsel, we believe. it is probable we will recover at least the
recorded amount of claims in the arbitration process. We believe we have a strong basis for claims and backcharges
in excess of the recorded amounts; however, recovery of the claims and other amounts is dependent upon
negotiations with the applicable parties, which are ongoing, and the results of arbitration. We cannot provide
absolute assurance to you as to the timing or outcome of these negotiations or results of arbitration. In addition, we
hold liens against the projects in connection with our claims under the contract. We cannot provide assurances to
you of the value of such l1ens or our ability to execute on such llens in a timely manner.

AES Wolf Hollow Pr0]ect

On March 8, 2002, AES Frontier, L.P. and AES Wolf Hollow, L.P. (collectively “AES™) entered into a series of
contracts (collectively the “EPC contract”} with us to complete the engineering, design, procurement, and
construction of a gas-fired, combined-cycle power plant in Texas for an aggregate contract amount of $99.0 million.
AES represented and warranted at the time of contracting with us that the project was 67% complete and that
engineering was 99.8% complete, and we relied upon this stage of completion in contracting with AES.

At the time we entered into the EPC contract, the project’s provisional acceptance was scheduled for October 15,
2002; however, acceptance of this project was delayed. We believe the delay from October 15, 2002 was primarily
due to (i) the significant overstatement of the percentage completion by AES and Parsons (the engineers on the
project) at the time we entered into the contract; (ii) a fire that occurred in June of 2002 at the project site; and
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(iii) failure of a turbine during start-up testing in May 2003. We believe the project reached provisional acceptance
on July 24, 2003, although AES did not agree to provisional acceptance until August 8, 2003. The contract terms
include liquidated damages in the event of late completion of $120,000 per day from October 15, 2002 through June
1, 2003 and $185,000 per day thereafter until provrsronal acceptance occurs, for which AES has billed us $40.0
rmlllon in aggregate '

We were unable to resolve ourclaims with AES through the dispute resolution process called for in the contract with
respect to a force majeure claim we made resulting from the fire and other change orders. On November 5, 2002, we
filed suit against AES in the District Court of Hood County, Texas for breach of contract. On May 9, 2003, we
added Parsons s a defendant and expanded the complaint to include claims related to misrepresentation. In June
2003, the AES Corporatron was also added as a defendant.

In addition, we: 1n1t1ated an arbrtratlon actron in September 2003 agalnst the heavy equlpment supplier to recover
$38 million in costs and liquidated damages incurred as a result of defects in their equipment. Discovery is
underway in that proceeding, and a hearing is set.to begin on January 31, 2005.

Drscovery is currently underway in the AES litigation, and the case is scheduled for a jury trial in March 2005.
Unless we-reach a settlement prior to the trial date, we would not expect recovery of disputed amounts due from
AES before 2005. As of August 31, 2004, there have been no significant changes with regard to this project and
related disputes when compared to- August 31, 2003. During fiscal 2004, we have continued to incur additional
project costs related to punch list and warranty items which have been considered in our total estimate of claims
agalnst the owners, subcontractors and Vendors due

In excess of the orrgmal $99 0 million contract pr1ce we have recorded claims recelvable from AES of $17.9 m11110n
for additional costs incurred due to the fire, misrepresentation of the percentage-of-completion, disputed change
orders and other claims. In addition, we:have claims of approximately $7.3 million that.we expect to recover from
insurance proceeds related to the fire and backcharges from subcontractors and vendors. Of the $7.3 million, we
have collected $1.5 million through a draw on a letter of credit posted by Parsons. Parsons disputes our claims and
has filed a counterclarm allegmg payments due of $1.9 million and the return:of. the $1 S million letter of credit
draw. , , .

Of the original $99.0 million contract price, AES has not paid $22.0 million of billed milestones and $7.1 million of
retention. In addition;'$3.0 million of milestones remain unbilled related to final completion and acceptance, which
we expect to occur in early *fiscal 2005. Under-the terms of the. EPC contract, AES, at its option, may pay up to
$27.7 million of the contract price in subordinated notes or cash. The subordinated notes, $24.8 million of which we
consider issued as of August 31, 2004 for payment of billed milestones, bear interest at prime plus 4% and mature in
October 2009. If any:amounts under the notes are unpaid eight months following final acceptance of the project, the
unpaid notes, plus a cash payment of the amounts, if any, paid.on the notes through the conversion. date, is
convertlble at.our optlon into & 49 9% equrty interest in the pI'O_]CCt :

Further, at the 1n1trat10n of the pro;ect we secured our obhgatlons under the contract by providing letters of credrt
totaling $28.0 million. In August and September 2003, ‘AES drew the full amount of the letters of.credit in two
draws of $13.9 million and $14.1 million, respectively. We have recorded an additional receivable of $28.0 million
from AES for reimbursement of these draws which remained outstanding as of August 31, 2004. We recorded
revenue of $43.1 million and a loss of $2.3 million from this contract for the year ended August 31, 2003. For the
year ended August 31, 2004, no gross margln has been recorded on thrs contract.
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The following table summarizes contract amounts due from AES and claims recorded on the project (in millions):

Amounts due from AES:
Amounts remaining to be paid under the original contract terms:
Billed milestones receivable : $ 220
Subordinated Notes receivable from AES 24.8°
Retention receivable 71
. Milestones unbilled at August 31; 2004 (to be billed upon completron of final
testing and final acceptance)(1) 3.0
Total contractual amounts due from AES 56.9
Reimbursementof letter of credit draws C 28.0
Claims.for additional costs incurred . : ) 179
" Less: Amount of liquidated damages that have been included.in costs (6.6) |
Total receivab]es from AES recorded as of August 31, 2004 VA ) ' 96:2 )
Clarms recelvable from subcontractors and others o 7.3
Less: Amount colletted by drawing letter of credit posted by Parsons (1.5) -
Less: Amounts collected by drawing letters of credit posted by the turbrne '
manufacturer (2) ’ (15.0)
Total receivables recorded as of August 31, 2004 . $§ 87.0 *

(1) Of the total milestones unbrlled at August 31 2004, $2.9 million could be paid by AES in Subordmated
Notes. - -

) Amounts collected under this letter of credit draw are for both liquidated damages and for other claims against
the turb1ne manufacturer

The above amounts ‘are recorded in costs- and estimated earnings in excess of billings on uncompleted contracts
1ncludmg claims on the consolldated balance sheet at August 31, 2004 .

If we collect amounts drfferent than the amounts that we have recorded as-receivables from AES of $96.2 mrll1on or
if we collect amounts different than the amounts receivable from subcontractors and others of $8 0 million, the
difference would be recognized as income or loss. : :

AES has assessed and billed us approximately $40.0 million in liquidated damages due to the late completior of the
project. While we dispute or expect to recover the liquidated damages because late delivery was primarily due to the
fire, misrepresentation of the percentage-of-completion and other delays caused by AES, subcontractors and
vendors, we recognized a reduction of revenue of approximately $6.6 million of liquidated damages. Of the
remaining $34.8 million of liquidated damages, we have excluded $15.4 million from our cost estimates and we
have recorded recoveries of dpproximately $18.0 million from subcontractors and vendors, including the turbine
manufacturer. In the first quarter of fiscal 2004; we drew down $15.0 million' from 'a letter of credit posted by the
turbine manufacturer. The turbine manufacturer disputes the letter of credit draw and has initiated arbitration
through a counterclaim for the return of the $15.0 million letter of credit draw and has asserted additional cla1ms of
$12.7 million for equipment, parts and services allegedly provided. ;
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The following table summarizes how we have accounted for the liquidated damages that AES has assessed on the
project (in millions):

Amount of liquidated damages that have been included.in costs - . $ 6.6
Amounts related to liquidated damages that have been excluded from
“our recorded costs:

qumdated damages relief from AES 15.4
quuldated damages to be reimbursed by subcontractors and vendors . - 18.0

o ._.334

Total liquidated damages assessed by AES $ 400

If we are required to pay liquidated damages to AES of more than the $6.6 million and are unable to recover that
excess amount from our subcontrac@ors or vendors, then that difference would be recognized as a loss.

Based on our evaluation and the advice of legal counsel, we believe it is probable we will recover at least the
recorded amount of claims and that we will not pay AES any liquidated damages in excess of the amounts recorded.
We believe we have a strong basis for claims and ‘backcharges in excess of the recorded amounts. However,
recovery of the claims and other amounts is dependent upon negotiations with the applicable parties, which are
ongoing, and the results of litigation. We cannot provide absolute assurance to you as to the timing or outcome of
these negotiations or results of litigation. We hold a mortgage on the project assets, second to the lenders, to secure
AES obligations under the subordinated notes. We also filed a lien against the project in connection with our claims
under the contract. We cannot provide absolute assurance to you of the value of such mortgage or lien or our ability
to execute on e1ther in a timely manner.

FPLE - Marcus Hovok

Our EPC project with FPL-Energy (“FPLE”) for a combined-cycle cogeneration plant and auxiliary boiler facility in
Marcus Hook, Pennsylvania, has been delayed for various reasons. Each party commenced legal proceedings against
the other for various claims. Shortly thereafter the parties withdrew their lawsuits. The parties are continuing
attempts to resolve these issues. - - » S » : .

Additionally, two of our subcontractors on the project have filed claims against us alleging total damages of
approximately $20 million related to claims for extra costs incurred. We have asserted a counterclaim of
approximately $8.3 million for costs associated with us obtaining another subcontractor to perform the work after
one initial subcontractor failed to complete the project. Mediation with these subcontractors has not been successful
to date. We believe-any amounts that we incur-related to, this project, including legal costs to pursue these issues
with subcontractors, are recoverable from FPLE under the terms of the EPC contract. However, FPLE has dlsputed
whether these costs are fully re1mbursable S \ .

We cannot provide absolute assurance as to the trmmg or outcome: of. the -‘mediation or results. of the litigation, or
disputes with FPLE, or with the subcontractors o o Ve

[E L ’ f . et e

SEC Inqutry

On June 1, 2004, we were notified by the staff of the, Securities and Exchange Commission (SEC) that the staff is
conducting an informal inquiry relating to us. The SEC-has:not advised us as to either the reason for the inquiry or
its scope. The staff’s notice states that it should not be construed as an indication.of any improper or unlawful
conduct by us.'We are cooperating fully with-the staff’s informal inquiry; however, if the mqu1ry elevates to a
formal investigation, the resolution could have a material adverse effect on us. :

Securities Litigation

We and certainiof our current officers have been named as defendants in purported shareholder class action lawsuits
alleging violations of federal securities laws. These types of class action lawsuits are not uncommon when there has
been a notification of even an informal inquiry by the SEC. The first filed lawsuit is styled Earl Thompson v. The
“Shaw Group Inc. et al and was filed on June 16, 2004 in the United States District Court for the Eastern District of
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Louisiana, Case No. 04-1685. The complaint filed in the Thompson action alleges claims under Sections 10(b) and
Rule 10(b-5) promulgated thereunder and 20(a) of the Securities Exchange Act of 1934 on behalf of a class of
purchasers of our common stock ‘during the period from October-19, 2000 to June 10, 2004. The complaint alleges,
among other things, that (i) certain of our press releases and SEC filings contained material misstatements and
omissions, (ii) that the manner in which we a¢counted for certain acquisitions was irhproper and (iii) that we
improperly recorded revenue on certain’projects, and as a result, our financial statements were materially misstated
at all relevant times. The' complaint does not- specify the amount of ‘damages sought. Since the filing of the
Thompson lawsuit, ten additional purported shareholder class action lawsuits have been filed and other actions may
also be commenced. Each of the additional lawsuits includes the same defendants, and essentially alleges the same
statutory violations based on the same or similar alleged misstatements and omissions. Ten of these actions have
been consolidated under the Thompson caption in the Eastern District of Louisiana. .- -

In addition, two shareholder derivative actions, styled as Jonathan Nelson v. J.M. Bernhard, Jr., et al. and Larry F.
Reusche v. Tim Barfield, Jr., et al., have been filed based on essentially the same-allegations as the purported class
actions. The derivative actions, which the plaintiffs purport to be bringing on behalf of the Company, name certain
of our directors and current and former officers as defendants, and name the Company as a nominal defendant. The
derivative suits collectively make claims of breach of fiduciary duty, abuse of control, gross mismanagement, waste
of corporate assets and unjust enrichment based on allegations that the named deféridants committed, condoned or
failed to identify and disclose the alleged misconduct alleged in the purported class actions, and that certain
defendants sold company stock while in possession of knowledge of the alleged misconduct. The complaints do not
specify the amount of damages sought. e e -

Both the purported shareholder class action lawsuits.and the derivative lawsuits are in the early stages of litigation.
We believe our financial statements were prepared in accordance with. GAAP and- that none of our press releases or
public filings contained misrepresentations or omissions. Accordingly, we intend to defend the Company and our
directors and officers vigorously against each of these actions. Although it is not possible at this early stage to
predict the hkely outcome of these actions, an adverse result in any of these lawsuits could have a material adverse
effect on us.,

OrhEr '

We have been and may from time to time be named as a defendant in legal actions claiming damages in connection
with engineering and construction projects and -other matters. These are typically actions that arise in the normal
course of business, including employment-related clarms contractual disputes and claims for personal injury or
property damage that occur in connection with our ‘business. Such contractual disputes normally involve claims
against us relating to the performance of equipment, design or other engineering services and project construction
services. Although the outcome of such legal proceedings cannot be predicted and no assurances can be provided,
we believe that, based upon information currently available, the likelihood of an adverse determination in the now
pending legal proceedings is remote, and are not expected to have a material adverse effect on our financial position
or results of operations either individually or in the aggregate. However, we cannot guarantee such a result.

See also Note 20 of the notes to our consolidated financial statements,
Item 4. Submission Of Matters To A Vote Of Security Holders

‘We did not submit any matters to a vote of security holders during the fourth quarter of fiscal 2004.
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» PART Ii-

Etem 5. Market For The Reglstrant’s Common Equlty Andl Related Stockholder Matters

Our common stock no par value 1sttraded on the New York Stock Exchange (NY SE) under the symbol “SGR”. The
following table sets forth,. for the quarterly- periods indicated, the high and low sale prices per share for the common
stock as reported by the NYSE for our two most recent fiscal years and for the current fiscal year to date.

7

HIGH _LOW

Fiscal year ended August 31,2003 - .
First quarter . . $ 1830 $ 890

Second quarter -~ .-~ - _ ? 19.34 9.54
_ Third quarter . .=, . . . 1250 8.48
" Fourth quarter : . 1295 6.80
Fiscal year ending August 31 2004 : .
Flrstquarter : ‘ : $ 1396 § 8.0
Second quarter . . 1445 11.09
" Third quarter S f o 13.33 1033
'Fourth quarter ' ’ © 1246  8.89
Fiscal year ending August 31, 3005 ‘ _
First quarter (through October 29, 2004) $ 1299 % 10.29

The closing sales price of the common stock on October 29 2004 as reported on the NYSE, was $12 19 per share
: As of October 29,2004, we had 350 shareholders of record

We have not pald any cash ‘dividends on the common stock and cﬁrrently anticipate that, for the foreseeable future,

any earnings will be retainéd for the development of our business. ‘Accordingly, no dividends are expected to be
declared or paid on the common stock at the present. The declaration of dividends is at the discretion of our Board
of Directors. Our dividend policy will be reviewed by the Board of Directors as may be appropriate in light of
relevant factors at the time. We are, however, subject to certain prohibitions on the payment of dividends under the
terms of existing credit facilities and our indenture r_elating to our senior notes.

See Item 12. “Security Ownership of Certain Beneﬁmal Owners and Management with respect to information to be
1ncorporated by reference regardlng equlty compensatlon plans ‘ ‘
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Item 6. Selected Consolidated Financial Data

The following table presents, for the periods and as of the dates indicated, selected statement of income data and
balance sheet data on a consolidated basis. The selected historical consolidated financial data for each of the five
fiscal years in the period ended August 31, 2004 presented below has been derived from our audited consolidated:
. financial statements. Ernst & Young LLP audited our consolidated financial statements for each of the three fiscal
years in the three-year period ended August 31, 2004. Arthur Andersen LLP audited our consolidated financial
statements for each of the two fiscal years in the two-year period ended August 31, 2001. Such data should be read
in conjunction with the Consolidated Financial Statements and related notes thereto included elsewhere in this
Annual Report on Form 10-K and Item 7. - “Management s Discussion .and Analysis of Financial Condition and
Results of Operations.”

- Year Ended August 31, ,
2004 2003 2002 2001 . 2000
(D @@ OB’ @O® ©G®
(In Millions, Except Per Share Amounts)

= Consohdated Statements of Operatlons

. Revenues : o “ M%MML&&”
Income (loss) from continuing operations M&Q L_ZQ.Q L%_.i $ 602 LZQ;.A

3

Basic income (loss) per common share before discontinued
operations and cumulative effect of change in accounting

principle (6) $ (045)8 054§ 2363 1508 099

Diluted income (loss) per common share before
discontinued operations and cumulative effect of change

- in accounting principle (6) - ‘ $ (0453 053§ 222§ 1448 096

Consolidated Balance Sheets - '

Totalassets - 320209 $1.986.1 $2301.1 $1,701.9 $1,3351

Long-term debt and cap1tal lease ob11gat10ns net of current ' S
maturities (7) - _ $ 2612 8§ 2517 5 52218 51293 2550

Cash dlvxdends declared per common share s 8 _—$ 3 — 3 —

(1) Includes the acqulsltlon of certam assets of Energy Dellvery Servtces Inc Coastal Engineering and
Environmental Consultants Inc. and LFG&E International, Inc. in fiscal 2004 (see Note 4 of the notes to our
consolidated ﬁnanc1a1 statements). : :

2) Includes the. acqu1smon of certain assets of Badger Technologies, Envuogen Inc., and LFG&E Internatlona]
Inc. in fiscal 2003 (see Note 4 of the notes to our consolidated financial statements)

(3) Includes the acquisition of certain assets of the IT Group and PsyCor Inc in ﬁscal 2002 (see Note 4 of the notes
to our consolidated ﬁnancxal statements). : : Ce

(4) Includes the acquisition of certain assets of Scott, Sevin & Schaffer, Inc. and Technicomp, Inc. in fiscal 2001
and amortization of goodwill, net of tax, of $13.3 million ($0 33 per basic share and $0.32 per diluted share).

(5) Includes the -acquisition of certain assets of Stone & Webster and PPM Contractors Inc. in fiscal 2000 and
amortization of goodwill, net of tax, of $1.2 million ($0.06 per bas1c share and $0.06 per diluted share).

(6) Earnings per share for ﬁscal 2000 has been restated to reflect the effect of the December 2000 two_-for—one.stock
split of our common stock.
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N F1scal 2003 excludes $260.0 million of current maturltres of long term debt cons1st1ng prrmanly of the LYONs
‘ convertible debt of $251 5 mlllron h -
(8) Restated to reﬂect dlscontmued operatrons (see Note 21 of the notes too our consohdated ﬁnanc1al statements)

! --" i [ Cl e e .’ { RETTANN “ . R L .
Item 7 Management’s Drscussron and Analysrs of Frnancral Condltlon and Results ol‘ Operatnons
The followmg analy81s .ofourifinancial condition and results of operations should be- read in conjunctron with our
consolidated financial staternénts;  including ‘the'notes thereto. The following analysis: contains forward-lookmg
statements about our future revenues, operating results and expectations. See “Forward-Looking Statements and
Associated Risks” for a discussion of the risks, assumptions and uncertainties affectrng these statements as well as

“Risk Factors.”

Critical Accountmg Polrcres' and: Related Estrmates That Have a Maternal Effect on Our Consolidated
Fmanclal Statemeénts -+ :

T .

Set forth below isa drscussmn ‘of the accountrng policies and related estimates that we believe are the most critical
to understanding our consolidated financial statements, financial condition; and: resultsof. operations’ and which
reqiiite‘complex. ‘manageriient judgments-and'estimates, or involve uncertainties. Information regardmg our other

accountmg p01101es is included in the notes to our consolidated financial statements

. S i P
.\;_S T »\‘.__ H e . 1

Engzneermg, Procurement and Constructzon Contract and Envzronmental and Infrastructure Revenue Recognmon
and Profit and Loss Estimates Inclua’mg Claims

vt it N a Ayt
i - - . B . B LV

substantlal port1on of our-revente - from' both the ECM and E&I segments is derived from engmeermg,
procurement and construction contracts. The contracts may be performed as stand-alone engmeermg, procurement
or construction contracts or as combined contracts (i.e. one contract that covers engmeermg, procurement -and
construction or a combmat10n thereof) We-use. accountmg prmcrples set forth in American.Institute of Certrﬁed
Public Accountants; “or AICPA, Staternent of Position 81-1, “Accounting for Performance of Construction- Type and
Certain Production-Type Contracts,” and other applrcable accounting standards to account. for. our contracts. We
recognize revenue for these. contracts on the. percentage-of-completion method, primarily based on costs incurred to
date compared with total estimated contract costs. Revenues from reimbursable or cost-reimbursable contracts are
recogmzed on the basis of costs incurred during the perrod plus the fee earned..Performance incentives are included
in our estimates ‘of ‘revénues using the percentage-of-completion method when their realization is reasonably
assured Cancellatron fees are recogmzed when recerved
Provrs1ons for estlmated losses on uncompleted contracts are made in the penod in whrch the losses are 1dent1ﬁed
The cumiilative effect ‘6f changes to estrmated contract profit and- loss, mcludmg those arising from contract ‘penalty
provisions® $uch 4§ liquidated damages “final contract settlements,- warranty claims' and rev1ews of our costs
performed by cistomers, are recognized in the period in which the revisions afe identified. To the extent that these
adjustments result in a reduction or elimination of previously reported profits, we would report such a change by
recogniziig a charge against curent earnings, which rhight be s1gn1ﬁcant depending’ on thie size of‘the project or the’
adjustment. The costs attributable to change orders and claims being negotiated or disputéd with' Gustomers, vendors
. or subcontractors or subject to lrt1gat1on are included in our estimates of revenue when it is probable they will result
in-ddditional ‘conitract'revenue and' the amount ‘can ‘be reasonably estimated: Proﬁt from such change orders and

ST g

claims is recorded in the period such dmounts are settled or approved. - -t .

It is-possible ‘thete wrll be futare and” ‘currently - unforeseeable s1gmﬁcant adjustments to our= estimated ‘contract
reventes; costs:and gross margms “for ‘contracts cutrently‘in process, part1cularly in the later stages of'the contracts.
These ad_]ustments are common in the construction industry and inherent in the nature of our contracts. These
adjustments could; dependmg on' the- magmtude of the adjustments and/or the number of contracts beifig completed,
materially, posrtlvely or negatwely, ‘affect”our dpetating results in” an annual or quarterly reporting period. These
adjustments are, in our opinion, most likely. to occur as a result of, or be affected by, the following factors in the
apphcat1on of thé percentage- -of-complefion'accoitriting method discussed above’ for-our contracts o
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A. Revenues and gross margins from_cost-reimbursable, long-term contracts can be significantly affected by
contract incentives/penalties that may not be known or finalized until the later stages of the contracts.
Substantially all of our revenues from cost-reimbursable contracts are based on costs incurred plus the fee

. earned. Applying our revenue recognition practices to these types of contracts usually results in revenues being

. recognized as work is performed and costs are incurred and generally results in a reasonably consistent gross
margin during most of the contract term.

Our cost-reimbursable contracts are sometimes structured as target-price contracts. Target-price contracts contain
an incentive/penalty arrangement which results in our fee being adjusted, within certain limits, for cost
underruns/overruns to an established target-price, representing our estimated cost and fee for the project. In
addition, certain target-price contracts require that we share in cost overruns in excess of our fee which would
result in a loss on the contract should such a level of cost overruns occur. Cost-reimbursable contracts generally
provide for reimbursement of all of our costs, but generally limit our fee to a fixed percentage of costs or to a
certain specified amount and often specify costs that are not reimbursable. Usually, target-price contracts are
priced with higher fees than cost-reimbursable contracts because of the uncertainties relating to an adjustable fee
arrangement or for the sharing of potential cost overruns in excess of the fee. Additionally, both the target cost
and cost-reimbursable contracts frequently have other incentive and penalty provisions for such matters as
schedule, testmg and performance results.

Generally, the penalty provisions for our cost-reimbursable contracts are “capped” to limit our monetary
exposure to a portion of the contract gross margin. Although we believe it is unlikely that we could incur losses
or lose all of our gross margin on our cost-reimbursable contracts, it is possible for penalties to reduce or
eliminate previously recorded profits. The incentive/penalty provisions are usually finalized as contract change
orders either subsequent to negotiation with, or verification by, our customers.

Therefore, while cost-reimbursable, target-price and-other “cost-reimbursable” contracts generally limit our risks
on the related projects, we can and do incur losses on these contracts.

In most situations, the amount and impact of incentives/penalties are not, or cannot be, finalized until the
completion stages of the contract, at which time we will record the adjustment amounts on a cumulative, catch-
up basis. :

B. The accuracy of gross margins from fixed-price contracts is dependent on the accuracy of cost estimates and
other factors. We have a number of fixed-price contracts; most of which were entered into on a negotiated basis.
We also have fixed-price contracts awarded based on competltlve bids.

: The accuracy of the gross margins we report for ﬁxed—prlce contracts is dependent upon the judgments we make
with respect to our contract performance, our cost estimates, and our ability to recover additional contract costs
through change orders, claims or backcharges to the customer, subcontractors and vendors. Many of these
contracts also have incentive/penalty provisions. Increases in cost estimates, unless recoverable from claims, will
result in a reduction in margin equivalent to the cost increase.

C. Revenues and gross margin on contracts can be significantly affected by change orders and claims that may not
be ultimately negotiated until the later stages of a contract or subsequent to the date a contract is completed.
During the course of our work on a contract, disputes with other parties involved in the contract can and often do
occur. These disputes are generally the result of one party incutring costs or damages caused by another party
during execution of the project. We may incur additional costs or be damaged and we may cause additional costs
or damage other parties. The other parties include our customer on the contract, subcontractors and vendors we
have contracted with to execute portions of the project and: others. We may claim damages against others and
others may claim damages against us. Collectively, we refer to disputes related to collection of these damages as
“claims.” Claims include amounts in excess of the agreed contract price (or amounts not included in the original
contract price) that we seek ‘to collect from our customers for delays, errors in specifications and designs,
contract terminations, change orders in dispute or unapproved as to both scope and price, or other causes of
unanticipated additional costs. These claims against customers are included in our revenue estimates as
additional contract revenue to the extent that contract costs have been incurred when the recovery of such
amounts is probable. Backcharges and claims against and from our customers, vendors, subcontractors and
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others are included in our cost estimates as a reduction or increase in total estimated costs when recovery or
- payment of the amounts are probable and the costs can be reasonably estimated.

When estimating the amount of total gross margin or loss on a contract, we include -claims related to our
customers as adjustments to revenue and claims related to vendors, subcontractors and others as adjustments to
cost of revenues when the collection is deemed probable and the amounts' can be reasonably estimated.
Including claims in this calculation increases the gross margin (or reduces the loss) that would otherwise be
recorded without consideration of the claims. Our claims against others are recorded to the extent of costs
incurred and include no profit. In most cases, the claims included in determlmng confract gross margm are less
than the actual claim that will be or has been presented

'Clalms are included in costs and estimated earnings in excess of billings on the balance sheet. -

Claims at August 31, 2004 and 2003 relate primarily to three major contracts, all of which are complete or
substantially complete. We are attively engaged in-claims negotiation Wlth the other partles or have commenced
legal proceedmgs : :

See Note 20 of the notes to our consolidated financial statements for further discussion of our significant claims. ~

Other Revenue Recognition and Profit and Loss Estimates

The revenue recognition policies related to our ‘fabrication contracts, consulting services, and manufacturing
operations are described in the accompanying notes to our consolidated financial statements. Because of the nature
of the contracts iand related work, estimates and judgments are usually not as significant in the determination of
revenue and profit and loss for these services as they are for the englneermg, procurement and construction
contracts. v ‘ :

Allowance for Doubtful Accounts
We maintain’ an allowance for doubtful accounts related to estimated losses that could result from the inability of
certain of our customers to make required payments. We record to expense additions to the allowance for doubtful
accounts based on management’s assessment of a specific customer’s inability to meet its financial obligations, and
the balance of the allowance for doubtful'accounts for the specific customer reduces the recognized receivable to the
net amount we believe will be ultimately collected. If the financial condition of our customers were to deteriorate
resulting in an impairment of their ability to make payments, further additions to the allowance for doubtful
accounts, which would reduce our earnings, may be required. These increases to the allowance for doubtful accounts
could be significant, depending upon (i) the size of certain of our EPC contracts and (ii) the potential for us to -
perform a substantial amount of unreimbursed work on significant projects prior to customers notifying us of their
intent not to pay ithe amounts due (see Note 1 of the notes to our consolidated financial statements).

Income Taxes

Deferred income taxes are provided.on a liability method whereby deferred tax assets/liabilities are established for
the difference between the financial:réporting and .income tax basis of assets and liabilities, as well as operating loss
and tax credit carryforwards and other-tax credits. Deferred tax assets are reduced by a valuation allowance when, in
our opinion, it is more likely than not that some portion or all of the deferred tax assets will not be realized. The
ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during the
period in which those temporary differences become deductible. We also consider the reversal of deferred tax
liabilities, projected future taxable income; and tax planning strategies in making this assessment of such realization.
Deferred tax assets and liabilities. are adjusted for the effects of changes in tax laws and rates on the date of
enactment.. As of August 31, 2004, we had gross deferred tax. assets of $115.2 million including $85.8 million -
related to net operating losses and tax credit carryforwards. As of August 31, 2004, we had a deferred tax asset
valuation allowance of $9.8 million.
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Acquisitions - Fair Value Accounting and Goodwill Impairment

Goodwill represents the excess of the cost of acquired businesses over the fair value of their identifiable net assets.
Our goodwill balance as of August 31, 2004 was approximately $522.8 million, most of which related to the Stone
& Webster acquisition in fiscal 2000 and the IT Group acquisition in ﬁscal 2002 (see Notes 4 and 8 of the notes to
our consolidated financial statements).

We completed our annual impairment test during the third quarter of fiscal 2004 in accordance with SFAS No. 142,
“Goodwill and Other Intangible Assets” and determined that goodwill was not impaired. We test goodwill for
impairment at our operating segment level. In evaluating whether an impairment of goodwill exists, we calculate the
estimated fair value of each of our three segments based on projected discounted cash flows as of the date we
perform the impairment tests. We.then compare the resulting fair values by segment to the respective net book
values, including goodwill. If the net book value of a segment exceeds its fair value, we measure the amount of the
impairment 16ss by comparing the implied fair value (which is a reasonable estimate of the value of goodwill for the
purpose of measuring an impairment loss) of the segment’s goodwill to the carrying amount of that goodwill. To the
extent that the carrying amount of a segment’s goodwill exceeds its implied fair value, we recognize a goodwill
impairment loss at that time. In evaluating whether there was an impairment of goodwill, we also take into.
consideration changes in our business mix and changes in our projected discounted cash flows, in addition to our
stock price and market value of interest-bearing obligations. We do not believe any events have occurred since our
annual impairment test that would cause an impairment of goodwill. However, our businesses are cyclical and
subject to competitive pressures. Therefore, it is possible that the goodwill values of our businesses could be
adversely impacted in the future by these or other factors and that a significant impairment adjustment, which would
reduce earnings and affect various debt covenants, could be required in such circumstances. Our next required
annual impairment test will be conducted i in the third quarter of fiscal 2005 unless indicators of impairment occur
prior to that time.

Our estimates of the fair values of the tangible and intangible assets and liabilities we acquire in acquisitions. are
determined by reference to various internal and external data and judgments, including the use of third party experts.
These estimates can and do differ from the basis or value (generally representing the acquired entity’s actual or
amortized cost) previously recorded by the acquired entity for its assets and liabilities. Accordingly, our post-
acquisition financial statements are materially impacted by and dependent on the accuracy of management’s fair
value estimates and adjustments. Our experience has been that the most significant of these estimates are the values
.assigned to construction contracts, .production backlog, customer relationships, licenses and technology. These
estimates can also have a positive or negative material effect on future reported operating results. Further, our future
operating results may also be positively or negatively materially impacted if the final values for the assets acquired
or liabilities assumed in our acquisitions are materially different from the fair value estimates which we recorded for
the acquisition.

Long-Lived Assets

We periodically assess: the recoverablhty of the unamortized balance of our 1ntang1ble assets, including licenses,
patents, technology and related processes, based on expected future profitability and undiscounted expected cash
flows and their contribution to our overall operations. Should the review indicate that the carrying value is not fully
recoverable, the excess of the carrying value over the fair value of the other intangible assets would be recognized as
an impairment loss.

Litigation, Commitments-and Contingencies . 2

We are. subject to various .claims, lawsuits, environmental matters and administrative proceedings that arise in the
ordinary course of business. Estimating liabilities and costs associated with these matters requires judgment and
assessment based on professional knowledge and experience of our management and legal-counsel. In accordance
with SFAS No. 5, “Accounting for Contingencies,” amounts are recorded as charges to earnings when we determine
that it is probable that a liability has been incurred and the amount of loss can be reasonably estimated. The ultimate
resolution of any such.exposure may vary from earlier estimates as further facts and circumstances become known.
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Retirement Benéfits

Assumptions.used in determining projected benefit obligations and the fair value of plan assets for our pension plans
are regularly evaluated.by management in consultation with outside actuaries who are relied upon as experts. In the
event that we determine that changes are warranted in the assumptions used, such as the discount rate, expected
long-term rate of return on investments, or future salary costs, our future pension benefit expenses could increase or

- decrease. As of, August 31, 2004, we had a minimum pension liability recorded of $20. 9 million. Thrs 11ab111ty will
likely require us to increase-our future cash contnbutrons to the plans. .

General

We segregate our business activities into three operating segments: . Environmental and Infrastructure (E&I)
segment, Engineering, Construction & Mamtenanee (ECM) segment and Fabrication, Manufacturlng and
Distribution segment.. S : : S

Environmental & Infrastructure

The E&I segment provides services whichrinclude the identification of contaminants in soil, air and water and the '
subsequent design and execution of remedial solutions. This segment also provides project and facilities -
management and other related services to non-environmental construction, watershed restoration and outsourcmg
privatization markets A T

Engineering, Constructzon &Mazntenance L ' s

The ECM segment provrdes a range of prOJect-related services, mcludmg design, engineering, constructlon
procurement, maintenance, technology and consultmg services, primarily to the power generat1on and process
industries. ;

Fabrication, Manufacturzng and Dtstrzbutzon

The Fabncatlon Manufacturmg and DlStI‘lbu’[lOn segment provrdes mtegrated piping systems and services for new
construction, site expansion and retrofit projects for industrial plants. On August 31, 2004, we sold our hanger
engineering and pipe support businesses for approximately $1.3 million. These businesses designed, engineered and. ..
fabricated pipe-hangers, mechanical scrubbers, and specialty stainless, alloy and carbon .steel pipe fittings. ‘The
results of operations for the hanger engineering and pipe support businesses are presented as discontinued operatlons
in the statements of operations for the years ended August 31, 2004, 2003 and 2002.

Comments Regarding Future Operations

Historically, we have used acquisitions to pursue market opportunities and to augment or increase existing
capabilities and plan to continue to do so. However, all comments concerning our expectations for future revenue
and operating results are based on our forecasts for our exrstmg operatxons and do not 1nc1ude the potentlal impact of
any future acquisitions. -~ . - S .

Results Of Operations

A substantial portion of our revenue and profit, particularly for our ECM and E&I segments; is derived from EPC
projects. Some of these projects may span several years from start to finish. We recognize revenue and margin for
these contracts on the percentage-of-completion method which requires estimates of the total revenue and total costs’
at completion, as well as’the progress towards. completion. These estimates are dependent upon judgments including
material costs and quantities, labor productivity, subcontractor performance and other factors. In addition, disputes
on our projects can and sometimes do.occur with our customers, subcontractors and equipment vendors that require
significant judgment as to the ultimate resolution -and may take an extended period of time to resolve. The -
percentage-of-completion method requires that adjustments to estimated revenues and costs, including estimated
claim recoveries, be recognized on a cumulative basis, when the adjustments are identified. When adjustments are
identified, the impact of the change in estimate would be recognized as a change in the margin on the contract in that
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period. This can result in a material impact on 'our; results for a single reporting period. Therefore,.our discussion of
results includes descriptions of significant changes in major projects and their impact on our results.

The following table presents, for the perlods indicated, summary revenues, gross profit and gross profit percentages
(in mﬂhons except for percentages) :

o AR Year Ended August 31,

2004 © 2003 0 2002
Revenues: : ST
E&l ‘ : ; 0§ 13294 % 1,203.8 $  489.8
ECM Low Lo T 56720 T 1,84003 - 2,276.:4:
Fabrication, Manufacturmg and Dlstrlbutlon 180.3 248.7 3829
Totalrevenue , . . . 8.l e ST L L $ 30769 $ 32928 § 3,149.]
Gross profit:-. o R )
E&l Co oo sl o 8 1606 % 13340 §. 0 69.3
ECM ‘ - 28.6 95.5 170.4
Fabrication, Manufacturing and D1str1but10n I n 306 -t 4097 ~81.3 "
Total gross profit - ' $§ 2198 § 2698 § 3210 -
Gross profit percentage: E f, : : : "o )
E&I . : e e 12.1% 11.1% T 14.1%'
ECM s o A . 1.8 52 7.5
Fabrication, Manufactunng and Distribution 17.0 16.4 21.2
Total gross profit percentage 7.1 82 - 1102
Our revenues by industry sector were as follows (1n mrlhons except for percentages) ““““ :
_ g i . Year EndethugustBl.- IR
L 22004 . 2003 oo .. 2002
Industry Sector (In Millions) _ %  (In Millions);  %. - (In Millions) _ %
Environmental and Infrastructure. . .. $1,3294  43%  $1203.8... 37%. . $.489.8 16%. -.
Power Generation - 1,1155 36 1,536.2 47 7, 22178 70
Process Industries ‘ 5442 18 440.5 137 72585 8”
Other Industries 878 _3 . __ 1123 _3 1830

$30769 1100%  $3202.8  _100%  §$3.149.1 —l-O-QA’
The following tables present our revenues by geographic region (in'millichs, except for percentages): *

e cna e e 7 - [ R
LY S R " 3 AL

, : Year Ended August 3i; : -
R R & - 2004 - L2003 G Tt TR 2002 R
.- Geographic Region ' _+(In Mrlllons) %» gIn Mllllons) % (In Millions) _% - "~
United States $2,511.6 82%  $2,800.9 . :85% $2,737.3. .- 87%-
-Asia/Pacific Rim 223.4 7 219.8 7 146.1 5
Middle East . Lo, RS 13 (0 RO 120.. ' — +10.8 © —. =
Europe - . o ;5963 -4 - 1019 -3 201037 3
Canada s 74S 2. 51277 L4 - 1082 .., 4
South America and Mexico 7.2 — 14.7 —_ 27.6 1
Other . . . e Co 1260 — 158 1 . 154 . —
C © . 330769 100% $32%28  100%, §3.1491 100%
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Backlog by segment is as:follows (in millions, except for percentages):

~ ... Year Ended August 31, :
2004 2003 - 2002

(In Millions) _%_ (In Millions) _%__ (in Millions) %
E&l . ' $2,856.4 50% $2,783.9 59%  $2,313.7 41%
ECM . . 2,793.8 48 1,868.3 39 3,017.0 54
Fabrication, Manufacturmg and L ‘ S
Distribution =~ ° oo 1158 2 991 _2 __274.0

35,7660 100% $47513  100% M _OQ%
* Backlog by industry sector is as foll‘e\‘)v»s (in millions, except for percentages):

Year Ended August 31,

- o 2004 2003 2002
Ir_lglstrv Sector - _ (In Millions) _% __ (In Millions) _ % _ (In Milliens) _ %
Env1ronmental and Infrastructure 828564 50% - $2,7839 . 59% $2313.7 41%
Power Generatron S o 2,176.7 38 1,399.7 29 2,690.2 48
Process Industries s 723.2 12 529.1 11 4978 9

Other Industries : 1 » 97 = 38.6 1 103.0 2
: 857660 100% $47513 100% $5.6047  100%"

 Executive Summary

During fiscal 2004, we experienced increasing activity in our ECM and E&I segments as reflected in our backlog,
with new power, generation projects in New York and Utah, increasing activity in the process maintenance and
process technology sectors, and new awards in the Middle East. However, fiscal 2004 revenue was negatively
impacted by a reduction in the number of domestic new construction power projects offset by higher revenue from
the transmission jand distribution sector through. our EDS acqulsmon in December 2003, and E&I service contracts
supportmg U.S. Government pro;ects in Iraq. . S -

The major factors contnbutmg to the decrease in our ECM segment gross profit percentages for fiscal 2004 as
compared to fiscal 2003 weére:

o chargesirelated to the Covert and Harquahala projecté; and
¢ decrease in overall activity of domestic new, construction power plants.

During the third quarter of fiscal 2004, we determined that our hanger engineering and pipe support businesses
which are included in our Fabrication, Manufacturing and Distribution segment should no longer be part of our core
business plan, and therefore began actlvely marketing these businesses. Placing these businesses as available for sale

resulted in'an 1mpa1rment charge and restatement to reflect these busmesses as discontinued operations. The prrmary

assets of these operations were sold on August 31, 2004.

Our backlog increased significantly in fiscal 2004 with new project awards including two EPC contracts in New

York and Utah, desulphurization contracts for two customers, new contracts related to clean fuels emissions projects:

as well as increaéed awards on U.S. Government contracts in the Middle East.

Backlog is largely a reflection of the broader positive economic trends being expenenced by our customers and is
. important in anticipating operational needs.’ Backlog is not a measure defined in generally accepted accounting
principles, and our methodology in determining backlog may not be comparable to the methodology used by other
companies in determining their backlog. We cannot provide any assurance that revenues projected in our backlog
will be realized, or if realized, will result in profits. See Item 7. “Management’s Discussion and Analysis of
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Financial Condition and Results of Operations - Backlog” for further discussion of our methodology in determining
backlog. . .

We have continued to use cash in support of our operations, capital expenditures and acquisitions, specifically, our
acquisition of Energy Delivery Services, Inc. in December 2003  and capital contributions to our military housing
- privatization joint venture entities. Qur financing activities have been a source of cash for us with two equity
issuances in-October 2003 and May 2004 which allowed us to pay down our LYONSs debt.

The followmg presents a comparison of our operatmg results (and certain other mformatron) for fiscal 2004 as
compared with fiscal 2003 for our three business segments.

Fiscal 2004 Compared to Fiscal 2003
, E&I Segment |

Revenues - E&I Segment

The increase in revenues of $125.6 million or 10.4% for fiscal 2004 as compared to fiscal 2003 is pnmanly
attributable to :

+ project services supporting the U.S. Government customers in Iraq of $119.1 million;

+ public works and logistic support services for the U.S. Army of $45.1 million; and

+ offset by a decrease in domestic federal remediation work of approximately $64.3 million.

During fiscal 2004, we have incurred bid and proposal, business development, start-up expenses, and other contract
support costs of $8.1 million associated with pursuing new opportunities for international projects in the Middle East
for our federal customers and others. To date, we have won federal contract awards for unfunded projects in Iraq of
approximately $1.5 billion. As of August 31, 2004, we have approximately $273 million in unfunded backlog based
on task orders received and our estimate of backlog utilization based on the current pohtlcal and " infrastructure
developments in Iraq.

Gross Profit and Gross Profit Percentage - E&] Segment

The increese in gross profit and gross profit percentage for fiscal 2004 as compared to fiscal 2063 is due primarily
to: . '

« a reduction in the estlmated cost to complete a major fixed- prrce contract impacting gross profit by $12.0
mrlhon in 2004;

ca fa\torable contract settlement ona completedproject of $5“.0 million in 2004'

+ favorable completion actlvmes on a major time and matenals prOJect and revisions to cost estimates based on
revised scope activities yielded an addmonal $4 4 m11110n gross profit in 2004;

+ areductionina warranty liability of approximately $2.2 million in 2004; and

+ an increase of $1.5 million for a one-time reduction in an employee beneﬁts accrual relating to a change in an
 employee benefits policy in 2004.

Gross proﬁt and gross profit percentage for fiscal 2004 and fiscal 2003 reflect an increase (decrease in cost of
revenues) of $8.2 million and $19.3 million, respectively, for amortization of contract asset/liability adjustments
related to contracts acquired in the IT Group acquisition, and $9.0 million and $12.2 million for fiscal 2004 and
2003, respectively, for the recognition of accrued loss reserves related to contracts acquired in the IT Group
acquisition.

41




N Lo N B t . . ’ i s . ~ N
FAT S AT T S S 2 A S ¢ . Co e

‘Backlog - E&I Segment

Backlog for. the [E&I-segment was $2.9 billion -as  of August31;' 2004 compared to-$2.8 billion as of August 31,
2003. The ifcrease in backlog is primarily -attributable to. increased::awards for ‘services to U.S. Government
© customers'in Iraq-of approximately $273 million, the award of a world wide contract:with backlog of approxirately .
$165 million along with steady backlog derived from our commercial customers domestically. These increases were
offset by scheduled work and completed projects during fiscal 2004. We believe E&I segment revenues will remain
consistent in. fiscal 2005; but increase over-the next several years-as a result of a-combination of factors, including
market opportunities in various environmental clean-up; homeland security. and both- domestic and international
infrastructure markets, including the Middle East. ‘

We anticipate fiscal 2005 revenues to be generally consistent with fiscal 2004; however, we expect our gross profit
to decrease in fiscal 2005 due to a change in the mix of work, with the completion of some of our large projects in
fiscal 2004 with the expectation of new work based on a more competitive environment in this industry sector.

ECM Segment

LA . ‘;'_ PR o ks
. Rl

The followmg table presents ECM revenues from customers in the followrng mdustry sectors:

Year Ended August 31,

W T o004 2003 _
Industry Sector (In Millions) % (In Millions) %
Power Generation . $'1,0548 T 67% $ 14468  79%
Process Industries ... 4709 30, . 3227 17
Otherlndustnes : o, 4ns T 3 70.8 _4
. L [ 8 1,567.2 " 100% $ 1.840.3 100%

Revenues ECM Segm v .
e w8
The decrease of $273.1 million or 14.8% in segment revenue for fiscal 2004 compared to fiscal 2003 is due to
several contributing factors 1nclud1ng

¢+ the completron and winding-down of several domestic new constructron power plants that commenced prior
7 to “fiscal 2003, specifically™the completion of gas- -fired” power generation projects and related power
engineering and construction activity in fiscal 2003, with minimal activity for new construction gas-fired

. power generatron prOJeets durmg ﬁscal 2003 and early ﬁscal 2004 due toa weakened power market i

» the decrease was offset by an increase in revenues from engineering and procurement actrvrtres on the
combined-cycle power plants in Queens, New York and Mona, Utah and services to other customers related
to the process industries, nuclear restart prOJect and engmeenng Services related to our ‘proprietary

. technologres an increase from maintenance services related to multi-location service contracts signed with

" 'several customers duting ﬁscal 2003 and an 1ncrease in revenues of $1 11.0 million for fiscal 2004 generated
by our EDS operations aciuiired in the sécond quarter of fiscal 2004.

Gross Profit and Gross Profit Percentages - ECM Segment -~ ™

The ‘de’c'}‘ea‘éé‘in’ “g”r‘()"ss r)‘roﬁt' and gross"p'r'oﬁt' péreentage for fiscal 2004 éornfjared ;o ﬁseal 2003_ is due ﬁri‘marily to:

*  a$39.3 million charge related to the Covert and Harquahala prOJects (the NEG projects) in fiscal 2004 and a

o 'reductlon in our éstimated clarms recovery and an increase in estlmated Cost at completlon related t6 the

- ‘Harquahala pro_|ect for costs related prlmarlly to. the durat1on of our mvolvement in start-up and on warranty

"" related act1v1t1es compared to'a $3O 0 ‘million charge related to the NEG prOJects in fiscal 2003. (see Note 20
to our consolidated fmancral‘ statements for additional discussion of the NEG projects);
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* anegative impact of $5. 5 million related to a reduction of our incentive fee -on a target- pr1ce contract to build
a combined-cycle cogeneration facility near Philadelphia, Pennsylvama :

~eoa reductlon in our estimated claims recovery in the fourth quarter of fiscal 2004 of approximately $4.0
million on a UK construction project that was substantially complete in 2003

* pass-through equipment and other costs primarily on the power plant project in Queens, New York; and

¢ adecrease in activity in our UK construction operations.
Our margins for fiscal 2003 weré positively impacted by approximately $28.0 million in gross profit recognition on
certain projects that were substantially complete prior to fiscal 2003 due to favorable resolution of remaining

estimated costs and exposures on such projects.

The decrease in gross profit and gross profit percentage for fiscal 2()04 as compared to-fiscal 2003 was partlally
offset by: :

+ an increase in gross profit due to the increase in activity as we ramp up progress on two combined-cycle
power plants in Queens, New York and Mona, Utah;

-« an increase in margin related to sales of our proprietary technology from our Badger joint venture which we
acquired in the third quarter of fiscal 2003;

‘e an increase in actlvrty on the TVA nuclear restart prO_]CCt begmnmg in the first quarter of fiscal 2004; and

= the positive impact on gross profit from the acquisition of EDS Wthh occurred in the second quarter of ﬁscal
2004.

Gross profit and gross profit percentage for fiscal 2004-and 2003 reflect an increase (decrease in cost of revenues) of
$5.2 million and $7.6 million for amortization of contract 11ab111ty adjustments related to contracts acquired in the
fiscal 2000 Stone & Webster acquisition. :

As major projects are completed and their project costs finalized, the ECM segment’s margins have been, and we
expect will continue to be, positively or negatively impacted by contract completion negotiations with customers,

subcontractors and vendors on such projects as well as the outcome of litigation and settlement discussions.

Backlog - ECM Segment

Segment backlog at August 31, 2004 was approxrmately $2.8 bllllon compared Wlth approximately $1.9 billion at
“August 31, 2003, and was comprised of the followmg

August 31,2004 . August 31, 2003

Industry Sector (In Millions) % (In Millions) %
Power Generation ‘ » : .
Nuclear Power $ 1,033.1 . 37% $ 1,113.7 - 60%
. Fossil Fuel EPC 1,013.2 36 : - 198.6 11
Other . _ 58.7 L. 2 o 39.9 2
Total Power Generation 2,105.0 _ 75 ' 1,352.2. 73
Process Industries ' 686.3 . 25 ¢ 5043 . - - 27
“Other Industries S 2.5 = 11.8" —
Total ECM : § 2222§5§ - 100% §" 1,§g§.3 e 100%

ECM segment s backlog has increased $925.5 m11hon or 49.5% from August 31,2003 pnmarlly due to growth in
our fossil fuel EPC backlog. Our fossil fuel EPC backlog includes the uncompleted portions of a $565 million fixed-
priced EPC contract and a $170 million target-priced EPC contract to build gas-fired combined-cycle power piants.
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Additionally, backlog has increased due to a new customer contract for cleaner air emissions on four power plants as
well as the expansion of EPC services to an existing customer related to cleaner air emissions. Backlog has also
been increased for the expansion of nuclear and process maintenance services to both new and existing customers.

Given recent new project awards in fiscal 2004 for domestic gas-fired power plants as well as an increase in demand
for services in the power and process industries, we expect revenues to increase in fiscal 2005 as compared to fiscal

2004 with 1mproved gross profit percentages in fiscal 2005.

Fabrlcatzon Manufacturzng ana’ Distribution Segment

Revenues - Fabrication,'Manufacturing and Distribution Segment

The decrease in revenue of $68.4 'million or 27.5% in fiscal 2004 as compared to fiscal 2003 is attributable to
reduced domestic demand, primarily from power generation customers, without material offsetting increases in other
industry sectors: The process industry (chemical, petro-chemical and refinery) comprises the majority of our fiscal
2004 revenues. Revenue in fiscal 2004 also includes $5.1 million in revenue from Shaw-Nass Middle East, W.L.L.
and our China joint venture which were consolidated effective May 31, 2004 in accordance with FIN 46(R). The
China Jomt venture was subsequently deconsolidated effective August 27, 2004,

Gross Profit and Gross Proﬁt Percentage - Fabrication, Manufactunng and DlStI’lbutIOn Segment

The reduced demand for the segment’s products and the increase in overall market competitiveness has had a
negative impact-on pricing which has impacted gross profit and gross profit percentage for fiscal 2004; however, we
continue to experience an increase in activity into early fiscal 2005. This lower gross profit and gross profit
percentage in fiscal 2004 was slightly offset by ceasing production at certain smaller- facilities, consolidating
. operations, and implementing other cost savings programs for this segment.

During the third quarter of fiscal 2004, we began marketing for sale our hanger engineering and pipe support
businesses. In connection with this dsset disposal plan, we recognized a $3.0 million (net of tax of $2.0 million)
impairment charge for fiscal 2004 (see Note 21 to our consolidated financial statements). The operating results of
Fabrication, Manufacturing and Distribution have ‘been restated to reflect’ these businesses as discontinued
operations. On August 31, 2004, we sold these businesses for $1.3 million i in cash. ‘ -

Backlog - Fabrication, Manufacturing and Distribution Segment

Backlog for this segment has increased from $99.1 million at August 31, 2003 to $115.8 million at August 31, 2004,
The increase in'backlog reflects new contracts to process industry customers and the addition of $3.4 million in
backlog from Shaw-Nass Middle East, W.L.L., a non-wholly owned entity that was consolidated effective May 31,
2004 in accordance with FIN 46(R). The increase in backlog was partially offset by work performed under ex1st1ng
contracts during/fiscal 2004. r

Based on our market outlook, we expect revenues and gross profit levels to slightly increase for the first two
quarters of fiscal 2005 with further improvement in revenues and gross profit for the remainder of fiscal 2005 given
the recent increased demand.

Unconsolidated Entities

During fiscal 2004, we recognized earnings of $2.6 million (net of tax of $2.9 million) as compared to a loss of $3.0
" million (net of a tax benefit of $1.6 million) for fiscal 2003 from operations of unconsolidated entities, includmg
joint ventures, which are accounted for using the equity method. Included in the earnings of fiscal 2004 is $2.7
million related to the operations of Space Gateway, LLC, an unconsolidated joint venture acquired in the IT “Group
. acquisition. In August 2004, we sold our interest for cash proceeds of $9.0 million and realized a gain on the sale of
$0.8 million. The loss in fiscal 2003 includes a loss related to the wmdmg down of operations for EntergyShaw (see
Note 6. to .our consolidated ﬁnanmal statements).
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General and Administrative Expenses, Interest Expense and Income, Other [ncome (Expense) Income Taxes, and
Other Comprehensive Income

General and administrative expenses were approximately $215.8 million in fiscal 2004 compared with
approximately $197.7 million in fiscal 2003. Our general and administrative expenses for fiscal 2004 included

_amortization expense of $29.4 million related to the acceleration of amortization of certain software assets in the
first quarter of fiscal 2004 as a result of a successful implementation of software systems (see Note 8 to our
consolidated. financial statements). The $29.4 million of accelerated depreciation includes $10.2 million of
amortization that would have been recorded on these assets in fiscal 2004 had we not accelerated the amortization
resulting in a net increase of general and administrative expenses of $19.2 million for fiscal 2004 over fiscal 2003.
The remaining increase is due primarily to the inclusion of the results of Badger. Technologies, which we acquired in
April 2003, for a full year in 2004, the inclusion of the operating results of Shaw EDS which we acquired in
December 2003 and the impact of the consolidation of several variable interest entities as required by FIN 46(R)
which were previously reported on an unconsolidated basis.

For fiscal 2004, general and administrative expenses were 7.0% of revenues as compared to 6.0% for fiscal 2003.
Without the additional amortization of $19.2 million, general and administrative expenses as a percentage of
revenues were relatively consistent with fiscal 2003.

Interest expense was approximately $38.4 million for fiscal 2004, compared to approximately $32.0 million for
fiscal 2003. The increase over prior year is primarily due to the issuance on March 17, 2003 of approximately
$253.0 million, 10.75% Senior Notes, partially offset by a reduction in interest expense related to LYONs
repurchases with a total amortized value of approximately $530.6 million in late fiscal 2003 and throughout fiscal
2004 (see Note 9 to our consolidated financial statements). Our interest costs also include the amortization of loan
fees associated with the Senior Notes, the LYONSs and the Credit Facility, as well as unused line of credit and letter
of credit fees, and therefore, our interest expense is higher than would be expected based on our borrowing levels
and the stated interest rates.

Interest income for fiscal 2004 decreased to approxmlately $1.7 million as compared to $5.4 million for fiscal 2003,
as a result of lower levels of invested funds due to use of working capital, vau131t10nS and cash paid for the
repurchase of a portion of the LYONSs.

The LYONs repurchases in fiscal 2004 resulted in a loss of approximately $1.3 million which included expenses and
the write-off of unamortized debt issuance costs (see Note 9 to our consolidated financial statements). We
recognized a gain of $2.7 million on LYON repurchases in fiscal 2003.

We also recorded foreign currency transaction losses of $2.7 million in fiscal 2004, as compared to a gain of $0.1
million in fiscal 2003. These foreign currency transaction losses are primarily due to U.S. dollar denominated cash
accounts held by, our foreign subsidiaries whose functional currency strengthened compared to the U.S. dollar in
fiscal 2004 and fiscal 2003. Although these foreign currency transaction gains (losses) are reflected in the statements
of operations, substantially all of these gains (losses) did not directly impact our cash position on a consolidated
basis. : :

Our effective tax rate was 33% for both fiscal 2004 and 2003. Our tax rate is significantly impacted by the mix of
foreign (including foreign export revenues) versus domestic work. We did not pay any federal income taxes in fiscal
2004 primarily because of a projected taxable loss for fiscal 2004 and the availability of operating losses resulting -
from the IT Group and Stone & Webster acquisitions. In fiscal 2004 and 2003, we recorded a valuation allowance of
$6.4 million and $2.4 million, respectively, against certain foreign net operating loss carryforwards. The valuation
allowance reflects our judgment that it is more likely than not that a portion of the deferred tax assets will not be
realized. We believe that the remaining deferred tax assets at August 31, 2004 amounting to $105.4 million, are
realizable through future reversals of existing taxable temporary differences and future taxable income and the
timing of future reversals of existing taxable temporary differences. Uncertainties that affect the ultimate realization
of deferred tax assets include the risk of not having future taxable income. These factors have been considered in
determining the valuation allowances. As of August 31, 2004, we have classified $53.5 million of deferred tax assets
net of valuation allowances, related to net operating loss carryforwards, research and development credits and
foreign tax credits as non-current as we do not anticipate realization of these amounts in the next twelve months.
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The long-term deferred tax assets have been offset by long-term deferred-tax liabilities resultmg ina $20 6 million
net long-term deferred tax asset as of August 31, 2004.

The loss from discontinued operations of $4.7 million (net of tax of $3.1 million), in fiscal 2004 includes a $3.0

million (net of a tax benefit of $2.0 million) impairment charge related to an asset disposal plan of our hanger

engineering and|pipe support businesses within our Fabrication, Manufacturing and Distribution segment which are
classified as discontinued operations (see Note 21 to the consolidated financial statements). On August 31, 2004, the

assets of these dxscontmued operatlons were.sold for $1.3 million in net cash proceeds

Fiscal 2003 Compared to Fiscal 2002

General

Our revenues by industry sector were as follows:

Year Ended August 31, -

R - 2003 - 2002
Industry Sector (im Millions) % (In Milliens) %
Environmental and Infrastructure . § 1,203.8 ' 37% $ 489.8 . 16%
Power Generation 1,536.2 47 2,217.8 . 70
Process Industries - 440.5 13 , 2585 8
Other Industries ' ‘ 1123 3 . 1830 6
| | $ 3298 . _100%  § 31491 100%

1

The increase in total revenue from 2002 to 2003 was primarily attributable to an increase in revenue from our E&I
segment, partially reduced by the extended weakness in the domestic power market, which has had a pervasive
negative impact on our ECM and Fabrication, Manufacturing and Distribution segment reveénués. Revenue from the
power generation sector. was approximately $681.6 million less in fiscal 2003 than in fiscal 2002, as revenue from
several large gas-fired power generation projects, whxch commenced in ﬁscal 2001 and early fiscal 2002, declined
upon completion of those projects. The decrease in power industry revenue was offset by a $713.8 million increase
in environmental and infrastructure revenue from fiscal 2002 to fiscal 2003, due primarily to the acquisition of the
IT Group in May 2002 (see Note 4 of the notes to our consolidated financial statements), and a $182.0 million
increase in process revenue, due prlmarlly to a 600,000 tons-per-year ethylene plant project in Chma

The following tables present our revenues by geographic region:

Year Ended August 31,

2003 - : 2002
Geographic Region ‘ . (In Millions)* % - (Im Milliens) % .

United States : . § 2,800.9 85% § 2,737.3 87%
Asia/Pacific Rim , 219.8 7 1461 5
.Canada ‘ . : 127.7 4 1082 4=
Europe - ‘ o 101.9 - 3 103.7 - . 3 .
South America and Mex1co o . 14.7 1 276 1
Middle East ‘ ) ' 12.0 Lo 10.8 —
Other . - : 158 = = 154 . .

' o $ 32028 ,  100% § 3‘;149.1 100% .

Revenues for pro;ects in the United States increased $63. 6 million for the year ended August 31, 2003 due prlmanly
to growth in envuonmental and mfrastructure revenues, partlally offset by the previously mentioned decline in
power generatlon revenues. : :

Reve_nues‘from international projects increased to $491.9 million for the year ended Augu_s_t 31, 2003 from $411.8
million for the year ended August 31, 2002. The revenue increase in the Asia Pacific Rim region was primarily due
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to the result of the work performed on the ethylene plant in China. The increase in revenue in Canada was due
primarily to an envirenmental consulting unit acquired through the IT Group acqulsmon C

Backlog by industry sector is as follows:

. At August31,... .

2003 ' 2002
- Industry Sector. (In Millions) % {In Millions) %

: Env1ronmental and Infrastructure oot g 27839 59% $ 23137 41%
Power Generation N T 1,399.7 29 2,690.2 48
Process Industries : A 529.1 L. . 4978 9
'Other Industiries = CT o ) 386 17 10307

—2
$ 47513 100% § 56047 . 100% .

The decrease in backlog of $853.4 million from August 31, 2002 is attributable to reduction in demand for gas-fired
power generation services, which resulted in, a-decrease in new orders for our services. Since August 31, 2002, the
decline in power generation awards has been partially offset by increases in awards for environmental and
infrastructure services, services to the process industry, and nuclear maintenance-services. Approximately 91% of
the backlog relates to domestic projects and approximately 36% of the backlog relates to work projected at the time
to be completed during the twelve months following August 31, 2003. Power generation backlog at August 31, 2003
does not include our-$565 million fixed-price EPC contract (signed and announced.in September 2003) to build a
combined-cycle power plant in Queens, New York. We included this project in our’ backlog when financing for the
project was completed in 2004.

! vt l B . ! RO o 1\ N el
Backlog 18 largely a, reﬂecnon of the broader economic trends bemg experlenced by our customers and s 1mportant
in anticipating operatlonal needs:-Backlog is not @ measure defined in generally accepted accounting pnnc1ple<. and
our methodology in determining-backlog may not be comparable.to the methodology used by other companies in
determining their backlog, We cannot provide any assurance that revenues prOJected in our. backlog will be realized,
or if realized, will resultmproﬁts S e A : .
The followmg presents a companson of our operatmg results (and certam other 1nformat10n) for the year ended
August' 31,2003 as compared with the year ended August 31, 2002 for, our three- business' segments. We have
conformed our prior year segment financial information to be consistent: with. our-current, year presentation of our
reorgamzed segments
. PRI 7 . LT ot Do f " L LA
E&ISegment o e . BRI PR )
The increase-in revenues is pnmarrly attnbutable {0 our acqursmon of the IT Group assets and operatlons in May
2002, as twelve months of revenues are included in fiscal 2003 as compared to’four- months in fiscal 2002. (see Note
4 of the notes to our consolidated ﬁnanc1a1 statements) g e
The increase in gross profit was primarily attributable to our acquisition of the IT Group assets and operations in
May 2002. Gross-profit was, increased (cost of revenues decreased)-by.approximately:$19.3. million in fiscal 2003
and $2.8 millien. in-fiscal 2002 for the-amortization: of asset/liability.;adjustments;to;the fair value of contracts
acquired in the IT Group-acquisition. In .addition, gross profit-was increased (cost of revenues decreased).by
approximately $12:2-million infiscal 2003 and $2.8 million in fiscal 2002 for the usage of accrued loss reserves
related to contracts acquired. in the IT Group acquisition (see Note 4 and-Note 8.of the notes to our consolldated
ﬁnancralstatements) e , A VIS N T It
The. reduction in the gross,pr,oﬁt percentage in fiscal 2003 compared to fiscal 2002 was attributable-to lower margin
contracts associated with the -businesses acquired in the IT Group aeqisition.- The difference in- the gross profit
percentages between our pre-1T Group environmental and infrastructure: operations-(primarily . infrastructure and
hazardous material clean up and disposal) and those.acquired in the IT-Group acquisition (environmental clean-up,
landfills and facilities management) is primarily attributable to differences in customers, competition and mix of
services.
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Backlog for the E&I segment mcreased to approx1mately $2.8 billion as of August 31, 2003 from approx1mately
$2. 3 bllllon as of August 31, 2002. ‘

ECM Segment

The following ta‘lgle's present ECM revenues from customers in the following industry sectors:

Year Ended August 31,

2003 2002 '
Industry Sector (In Millions) % (n Millions) %

Power Generation ) : $ 1,446.8 79% $ 1,996.5 88%
Process Industries o 3227 17 186.8 8

.. Other Industries - - ' T ' - 70.8 _4 93.1 _4
B T I - -5 1.8403 100% § 22764 100%

The decrease in total segment revenue from fiscal 2002 to fiscal 2003 was due to the downturn in the domestic
power market, specifically the decline in gas-fired power generation projects and power engineering and consulting
activity which reduced new orders for our ECM services, partially offset by an increase in revenue from process
projects and nuclear maintenance and restart projects. Process industry revenues 1ncreased pnmanly due to work on
the ethylene plant project in China that is scheduled to continue into ﬁscal 2005. : »

Gross profit for the ECM segment for fiscal 2003 decreased from fiscal 2002, due primarily to the reduction of
estimated margins on certain contracts for the construction of new gas-fired power plants, offset by increases in
margin on nuclear maintenance -and festart. projects and the ethylene plant project in China. The ethylene plant in
China contributed 'significantly more to gross margin-in the fourth quarter of 2003 than in each of the first three
quarters due to 1a reduction in the estimated cost at completion. The impact of the reduction in the estimated cost
positively impacted gross profit in the fourth quarter of 2003 by $6.1 million. Gross margin for the third and fourth -
quarters of 2003 also was positively impacted by increasing activity on the TVA nuclear restart project and
recognition of components of project incentives earned based on our performance to-date on this project. Further, in
‘the fourth quarter of 2003, we recorded $5.0 million in revenue that we earned as a fee for providing a letter of
credit to an’ mdependent power producer (IPP) to secure the IPP’s power purchase agreement.

As EPC projects that began in fiscal 2001 and early fiscal 2002 are completed and their project costs finalized, the
ECM segment’s margins have been, and we expect will continue to be, positively or negatively impacted by contract
completion negotiations with customers and vendors on such projects. We recognized $33.6 million in margin in
2003 ‘as a result-of the favorable résolution of various contingencies, ¢ontract claims and backcharges related to
prOJects that were substantially complete at August 31, 2002. During fiscal 2003, we also recognized $4.3 million-in
margin as a result of the favorable resolution of estimated project obligations which were recorded when we
acqulred Stone & Webster in fiscal 2000 :

Gross profit percentage was negatlvely 1mpacted by the Covert and Harquahala projects (the NEG projects), on
which we recorded revenues of $433.4 million during 2003 and a'$42.8 million charge ($33.1 million of which
resulted from reversal- of gross: profit recorded prior-to fiscal 2003) related to the NEG projects that negatively
impacted the ECM.segment’s gross' profit by 4.6% for fiscal 2003. This charge was a result of increased estimated
costs to complete these projects combined with an agreement with the owners of these projects and their lenders that
increased the contract prices by a total of $65.0 million and converted the contracts from target-price to fixed-price
(see Note 20 of the notes to our consolidated financial statements for a discussion of claims related to major ECM
projects, including additional discussion of the Covert and Harquahala projects). Of the $42.8 million loss recorded
during 2003 on|the NEG projects; $4.9 million was recorded in the fourth quarter reflecting a $19.2 million increase
in estimated cost at completion of the projects, offset by :an increase in expected recovery of claims from NEG and
backcharges and.liquidated damages expected from vendors and subcontractors totaling $14.3 million.
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Gross profit percentage was negatively impacted by the AES Wolf Hollow project, on which we recorded revenues
of $43.1 million during 2003 with-a reversal of previously recorded profit of $2.3 million. On this project, we
recorded claims receivable from our customer, AES, of $25.4 million and claims, backcharges and -other cost
recovery receivables from subcontractors, vendors and others of $7.2 million (see Note 20 of the notes to our
consolidated financial statements for additional discussion of the Wolf Hollow project) in 2003.

We reversed previously recorded profit of $4.3 million in the fourth quarter of 2003 resulting from the settlement
with our customer of disputed change orders and other items on our target-price EPC contract to build a combined-
cycle cogeneration facility near Philadelphia, Pennsylvania. The settlement agreement eliminates our exposure to
schedule risk and related liquidated damages, maintains our guaranteed minimum fee and provides for incentives
that allow us to earn profit in excess of the minimum- fee '

In October 2003, we éntered into a settlement. agreement with-a customer for which we executed three separate
projects prior to fiscal 2003. Under the settlement agreement, we received $9.6 million representing the return of
amounts our customer had' drawn on our letter of credit and payment for costs incurred which were previously in
dispute. We will record no galn or loss on the settlement because the settlement proceeds are equal to the net assets
recorded -

Gross profit for the -year ended August 31 2003 was increased (cost of revenues decreased) by approximately $7.9
million in fiscal 2003 and $32.0 million in ﬁscal 2002 for the amortization of contract liability adjustments related to
contracts acquired in the Stone & Webster acquisition in 2000 (see Note 8 of the notes to our consolidated ﬁnancxal
statements).

For the year ended August 31, 2003, less ECM segment revenues were derived from large equipment purchases.
Such revenues were approximately $159.0 million for the year ended August 31 2003, compared to approxrmately
$540.0 million for the year ended August 31 2002

Segment backlog at August 31, 2003 was approxrmately $1 9 billion, compared with approxrmately $3.0 billion at
August 31, 2002, and was compr1sed of the followmg

& f

Year Ended August 31,

2003 2002
Industry Sector ~ - (InMiilions) % (In Millions) %
' Power Generation | i L - -

Nuclear Power . - L % 1,113.7 | 60% $ 1,189.1 . 40%
Fossil Fuel EPC A 198.6 11. . 9989 A 33
Other | ! 399 2 . 3347 11
Total Power Generatron . - .1,352.2 73 - J 2,522.7 84
Process Industries S T 5043 27 430.7 14
Other Industries "~ ' o118 — 63.6 _2
Total ECM o 0§ 18683 &% s 342!2@ 100%

The ECM segment’s backlog declined from August 31, 2002 because the -amount of work performed on power
generation contracts was not fiilly replaced with new orders due to the downturn in demand for power generation
services. Our fossil fuel EPC backlog does not include out $565 million fixed-price EPC contract (signed and
announced in September 2003) to build a combined-cycle power plant in Queens, New York.

Fabrication, Manufacturing and Distribution Segment

The decreases in revenues and gross profit percentages in fiséal 2003 versus fiscal 2002 were attributable to reduced
domestic demand, primarily frém power generation customers, without offsetting increases in other industry sectors.
The reduced demand for the segment’s products has had a negative impact on pricing and gross profit. Backlog for
this segment has decreased from $274.0 million at August 31, 2002 to'$99.1 million at August 31, 2003. This
decrease includes a $75.5 reduction of backlog from one customer in the power industry.
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As a result of the current market srtuatron we have decided to significantly reduce or cease production at certain
smaller facrlmes ‘consolidate certain operations, and implement certain other cost savings programs for this
segment., Further, we have suspended operauons at our facrhty in Venezuela due to the pohtrcal situation.in that

country..

Unconsolzdated Subszdzarzes
During ﬁscal 2003, we recognized a loss of $3 0 rnllhon (net of taxes of $1 6 mrlhon) from operations .of
unconsolidated subsidiaries, including joint ventures, ‘which are accounted- for using the equity method. These losses
were primarily attributable to three joint ventures including our Entergy/Shaw, Shaw-Nass and Shaw YPC Piping
{Nanjing) Co. LTD joint venture. The Entergy/Shaw joint venture has no active projects as of August 31, 2003. As
of August 31, 2003, we have a negative investment balance of $2.2 million, and we expect to continue to fund the
joint venture until it is dissolved as all projects were completed as of August 31, 2003. The loss in the Shaw-Nass
joint venture was due to weaker sales of fabricated pipe in the Middle East in fiscal 2003 as compared to 2002 while
the loss in the China joint venture reflects costs incurred in the early stages of the joint venture until its facility is
running at full capacity which is scheduled for early . calendar, year 2004. In.fiscal 2002, we- realized income of
approxnnately $2.9 million (net of taxes of $1.6 million) from the Entergy/Shaw joint venture and losses of $0.7
million (net of taxes of $0.4 million) from Shaw-Nass net of taxes due to the operations of these unconsohdated
subsidiaries andUornt ventures .
General and Administrative Expenses;‘- Interest Expense and Income, Other Income (Expense), Income Taxes, and
Other Comprehenszve Income :

General and . administrative expenses increased to,_approximately $197 7 million in fiscal 2003, compared with
approxrmately $157.8 million in fiscal 2002. As a percentage of revenues, general and administrative expenses
increased t0 6.0% in fiscal 2003 compared to 5.0% in fiscal 2002..A substantral portion of the approximate $39.9
million increase in general and administrative costs are attributable to the operations of the E&I segment (comprised
largely of the IT Group operations which we acquired during the third quarter, of fiscal 2002). We also incurred
increased depreciation and facilities costs in fiscal 2003 resulting from capital projects and the move into our new
corporate facility in Baton Rouge, Louisiana completed in the latter part of fiscal 2002. General and administrative
costs for the fourth quarter and the fiscal year 2003 were reduced by $3.4 million resulting from the favorable
resolution of estlmated obligations recorded in the acqursmon of Stone & Webster in fiscal 2000.

Interest expense was approxrmately $32. .0’ million in fiscal.2003, compared to approximately $23.0 million in fiscal
2002. The increase over prior year is primarily due to the issuance on March 17, 2003 ‘of approxrmately $253
million principal amount of 7-year, 10.75% Senior Notes, partially offset by a reduction in interest expense related
to the LYONSs nepurchase with an amortized value of approximately $256.7 million in March 2003 (see Note 9 of
the notes to our consolidated financial statements). Our interest costs also include the amortization of loan fees
associated withthe Senior Notes, the LYONSs and the Credit Facility, as well as unused line of credit and letter of
credit fee’s; and itherefore, our interest expense is higher than would be expected based on our borrowmg levels and
the stated interest rates. A significant portion of our interest expense (accretion of zero-coupon discount interest and
amortization of loan fees) represents non-cash charges.

Interest 1ncome 'in ﬁscal 2003 decreased to approxrmately $5.4 ‘million from $11 '5 million in fiscal 2002 as a result
of lower levels.of invested funds due to use of workrng cap1ta1 cash pard for the repurchase of a portron of the
LYON:S, and the purchase of treasury stock ,

For fiscal 2003, other income (expense) included a charge of approxrmately $12.4 million for the write-off of (i)
investments in securities available for sale of Orion of approximately $6.6 million, (ii) accounts and claims
receivable due from Orion of approximately $5.0 million, and (111) other accounts receivable of approximately $0.8
million. Also included in other income (expense) for fiscal 2003 were gains ¢ of approximately $2.0 million and $0.8
million, net of éxpenses arid the write-off of unamortized debt issuance costs, related to the March 2003 and August
- 2003, respectrvely, repurchases of portions- of the, LYONs (see Note 9 of the. notes to our consolidated financial
statements).
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Our effective tax rate was 33% for fiscal 2003 compared to 36% for fiscal 2002. Our tax rate is significantly
impacted by the mix of foreign (including foreign export revenues) versus domestic work. The decrease in the tax
rate in fiscal 2003 versus fiscal 2002 is due primarily to the decrease in income before taxes, and the related increase
in the ratio of favorable permanent differences to-income before taxes. Additionally, the increased foreign income in
fiscal 2003 had a lower overall rate of tax than domestic income. We did not pay any federal income taxes in fiscal
2003 primarily because of a taxable loss for the fiscal 2003 year and the utilization of operating losses resulting from
the IT Group and Stone & Webster acquisitions. In fiscal 2003, we established a valuation allowance against the
deferred tax asset for the Venezuelan net operating losses and in fiscal 2002, we established a valuation allowance
against the deferred tax asset for the Australian net operating losses. The valuation allowance reflects our judgment
that it is more likely than not that a portion of the deferred tax assets will not be realized. We believe that the
remaining deferred tax assets at August 31, 2003, amounting to $95.9 million, are realizable through future reversals
of existing taxable temporary differences and futire taxable income. Uncertainties that affect the ultinate realization
of deferred tax assets include the risk of not having future taxable income. This factor has been considered in
detenmnrng the valuation allowance ‘

During fiscal 2003, the faccumulated benefit obligdtions exceeded the fair value of plan assets for two of our United
Kingdom (U.K.) defined benefit retirement plans and our Canadian defined benefit retirement plan, and a liability of
$14.9 million, net of tax was recorded (see Note 17 of the notes to our consolidated financial statements). In
accordance with-SFAS No. 87, “Employers Accounting for Pensions,” the increase in the minimum liability is
recorded through-a direct charge to stockholders’ equity and is reflected, net of tax, as a component of accumulated
other comprehensive income (loss) on the consolidated balance sheet as of August 31, 2003. This liability will likely
require us to increase our future cash contributions to the plan. :

Liquidity and Capital Resources -~
Credit Facilities

As of August 31, 2004, we had a$300 million -Credit Facility that provides for both revolving credit loans and
letters of credit within the $300 million limit. We primarily use this Credit Facility for the issuance of letters of
credit which relate to our projects and are issued in the normal course of business. From time to time, we also use

 the Credit Facility for working capital needs and to fund fixed asset purchases and acquisitions. On August 31, 2004,
we did not have' outstanding’ borrowings- under the Credit Facility but had outstandmg letters of credit of
approximately $215.6 m1111on \ :

Effectwe August 31, 2004, we received approval from our bank lenders for a fourth amendment to our Credit
Facility (Fourth Amendment) to amend various'financial covenants and certain other terms in our Credit Facility. In
particular, the Fourth Amendment (i) maintained the maximum leverage ratio at 3.5, (ii) expanded the definition of
EBITDA, as defined by the Credit Facility, to exclude charges related to certain potential divestiture and
restructuring charges in fiscal 2005, (iii) provided for the ability to offset proceeds from the sale of assets against
capital expenditures in-calculating the fixed charge -coverage ratio and maximum capital expenditure covenant and
(iv) clarified the treatment of restricted cash in calculating the minimum working capital covenant.

The Credit Facility provides for a first lien on certain property, including equipment and real estate as collateral. We
also have the ability to obtain unsecured performance letters of credit outside of the Credit Facility of up to $150
rhillion. The Fourth Amendment did not otherwise change the interest rates of the total capacity to borrow or obtain
letters of credit under the Credit Facility.
The Credit Fac1hty, as amended, contains certain ﬁnancral covenants 1nclud1ng

‘s a maximum leverage ratio of 3.5x through May 31 2005 and 3.0x thereafter

* aminimum fixed charge coverage ratio of 2 0x

*° a minimum net worth as defined by the Credi_t Facility;
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o a -defined minimum earnings before interest expense, income taxes, depreciation and amortization

(EBITDA). EBITDA, as defined in the Credit Facility, is adjusted for certain non-cash items and for the pro

- forma impact of acquisitions and dispositions of operations (Adjusted EBITDA). The minimum Adjusted

EBITDA covenant requires a trailing twelve months EBITDA of $75 million for the three fiscal quarters
ended August 31, 2004 and $110 million thereafter on a rolling twelve month basis; and

e a‘mini.mum working capital ratio requirement as deﬁned by.the Credit Faeility, of 1.0 to 1.0.

The Credlt Fac111ty also imposes restrictions on annual capital expend1tures to 25% of annual EBITDA, as deﬁned
among other restrictions. . . L :

As of August 31, 2004, we were in compliance with the covenants contained in the Credit Facility as amended.
However, we would not have been in compliance with the maximum capital expenditure covenant without the
amendment. Weé would not have complied with this capital expenditure covenant due to higher than expected capital
expenditures associated with consolidated variable interest entities and a lower than expected trailing twelve months
EBITDA in fiscal 2004 (which is used to determine the threshold for allowable capital expenditures). As of August
31, 2004, we were in compliance with the other Credit Facility covenants prior to the amendment.

The leverage ratio limits the amount of cash that can be borrowed. As of August 31, 2004, after applying the terms
of the Fourth Amendment, the maximum amount that could be borrowed under the leverage ratio-is approximately
$115 million, subject to the overall availability under the Credit Facility which was $84.4 million as of August 31,
2004, after consideration for outstanding letters of credit. :

We are required, with certain exceptions, to prepay loans outstanding under the Credit Facility with (i) the proceeds
of new indebtedness; (i) net cash proceeds from equity sales to third parties (if not used for acquisitions or other
general corporate purposes within 90 days after receipt); and (iii) insurance proceeds or condemnation awards in
excess of $5 million that are not used to purchase a similar asset or for a like business purpose within 90 days of the
receipt thereof. As of August 31, 2004, we do not have outstanding borrowings under our Credit Facility. Further,
we are required; to obtain the consent of the lenders to prepay or amend the terms of the 10.75% Senlor Notes due
2010, : S ‘

As of August 31, 2004 and 2003; our foreign subsidiaries had short-term revolving lines of credit permitting
borrowings totaling approximately $16.1 million and $17.3 million, respectively. These subsidiaries had outstanding
borrowings under these lines of approximately $2.5 million and $1.3 million, respectively, at a weighted average
interest rate of approximately 4.25% at August 31, 2004 and. August 31, 2003.- These subsidiaries also had
outstanding letters of credit under’ these lines of $3.5 million. and $4.2 million, at August 31, 2004 and 2003,
respectively, leaving $10.1 million of availability under these lines at August 31,2004.

As of August 31, 2004 one of our consolidated joint ventures had a commmed short-term revolvmg line of credit.of
$4.0-million with borrowings of $3.5 million at a weighted average interest rate of 5.75% and we guarantee the debt.

Liquidity

Our liquidity position is improved by cash generated from operations, customer advances on contracts in progress
and access to capital financial markets. As customer advances are reduced through project execution, our cash
position will be reduced if not replaced by advances on new projects. Cash is used to fund operations, capital
expenditures, acquisitions, contributions to joint ventures and debt service.

As of August 31, 2004, we had cash and cash equivalents of $88.6 million, $84.4 million of availability under our
$300 million Credit Facility and a shelf registration statement with a remaining $471 million available for the
issuance of any combination of equity or debt securities. Management believes that cash generated from operations,
the sale of certain non-core or under performing assets, available. borrowings-under our Credit Facility and, if
necessary, available sales of equity or debt under our shelf reglstratlon will be sufficient to fund operatlons for the
next twelve months. - C :
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Cash Flow for Fiscal 2004 versus Fiscal 2003

Net cash used in operations was approximately $25.0 million for fiscal 2004 as compared with $202.0 million for
fiscal 2003. For fiscal 2004, cash was adjusted for non-cash items including (i) depreciation and amortization of
$60.8 million, (ii) interest accretion and loan fee amortization of $6.6 million, (iii) a loss on the repurchase of the
LYONSs of $1.3 million, (iv) losses on foreign currency transactions of $2.7 million, (v) loss from discontinued
operations, net of taxes of $4.7 million and (vi) stock-based compensation of $2.1 million. These increases in cash
were offset by (i) a net loss of $31.0 million, (ii) amortization of purchase accounting contract reserves of ‘813 4
million, (iii) a deferred tax benefit of $ 12.9 million and (iv) minority interest of $5.3 million.

Normally, billings and cash receipts on construction contracts exceed costs incurred early in the lives of the
contracts and the contracts require net cash outflow in the -later stages of completion. As we are completing a
number of large EPC contracts and did not enter into any significant new- EPC contracts in fiscal 2003, normal
contract execution has required a net use of cash. Further, we have been involved in various customer disputes, most
significantly NRG, NEG and AES projects. The NEG projects resulted in net cash outflow of approximately $73.9
million for fiscal 2004 (see Note 20 to our consolidated financial statements). The AES dispute involved unpaid
billings, claims, letter of credit draws by AES, and other factors, which resulted in a cash outflow of $17.3 million in
fiscal 2004 which was offset by a $15.0 million draw on a letter of credit held by us. An offset to these uses in cash
is the settlement of the NRG dispute related to the Pike project in October 2003, in which we received $14.7 million
in cash during the first quarter of fiscal 2004. This use of cash was also partially offset in fiscal 2004 by the impact
of cash advances related to significant EPC contracts entered into in fiscal 2004 including the Astoria prO_]CCt which
conmbuted net positive cash of $55.4 million.

In fiscal 2005, we expect we will begin new EPC projects which will provide cash as down payments on such
projects. However, the timing of these new projects is uncertain and a single or group of large projects could have a
significant impact on sources and uses of cash. We also expect to have a project nearing completion that will
generate approximately $61 million in cash outflow, the majority of which will occur in fiscal 2005. Because of
these projects, changes in working capital could be highly variable from one period to the next, although over an
extended period of time, mgmﬁcant increases and decreases would tend to offset one another

Net cash used in investing activities was approximately $32.4 million for fiscal 2004, as compared with net cash
provided by of $40.9 million for fiscal 2003. During fiscal 2004, we used cash for acquisitions of $23.8 million and
purchased $31.5 million of property and equipment which is comparable to $22.5 million for acquisitions and $26.2
million of property and equipment for fiscal 2003. We also received cash proceeds of $17.3 million for the sale of
property and equipment, assets held for sale and the sale of an investment in an unconsolidated entity. In addition,
maturities of marketable securities were $5.1 million for fiscal 2004 ‘as compared to $157.1 million for fiscal 2003
attributable to less cash on hand to invest since we utilized the cash to support operating activities during fiscal
2004. For fiscal 2004, investing activities also included the deposit and withdrawal of $23.2 million into escrow
cash for the repurchase of LYONs debt (see Note 3 to our consolidated financial statements) and cash received and
deposited in project-related restricted and escrowed cash of $168.2 million and $166.7 million, respectively.

Net cash used in financing activities totaled approximately $33.2 million for fiscal 2004, compared to $61.3 million
for the same period in fiscal 2003. The net cash used by financing activities for fiscal 2004 reflects (i) approximately
$217.5 million in net proceeds from the issuance of our common stock in October 2003 with the majority of the
proceeds used to purchase $195.2 million in outstanding LYONS in the first quarter of fiscal 2004 at a cost of $194.7
million, (ii) approximately $28.6 million in net proceeds from the issuance of our common stock in April 2004, (iii)
proceeds from issuance of debt of $8.0 million, (iv) deferred credit costs of $2.6 million and (v) stock option
exercises generating $0.1 million. The net proceeds of the April equity offering along with the remaining net
proceeds from our October equity offering and available cash on hand were used to repurchase approximately $57.2
million of our outstanding LYONSs under a tender offer on May 3, 2004 (see Note 9 of the notes to our consolidated
financial statements).

Off Balance Sheet Arrangements

We provide financial guarantees to certain of our joint ventures which are reported under the equity method and are
not consolidated on our balance sheet (see Note 14 to our consolidated financial statement). At August 31, 2004, we
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had committed: to guarantee $0.7 million of bank debt or letters of credit with approximately $0.2 million

outstanding as of August 31, 2004. We also provide performance bonds with respect to our unconsolidated joint
ventures. Theseiperformance bonds, outstandmg totaled $69.9 million as of August 31, 2004. We would generally be
requ1red to perform under these guarantees in the event of default by the joint venture(s) ‘No amounts were recorded
related to these guarantees as of August 31, 2004. :

On a hmlted bas1s performance assurances are extended to customers, prlmarlly in our.power and process d1v151ons
within our ECM segment, which guarantee certain performance measurements upon completion of a project. If
performance assurances are extended to customers, our maximum potential exposure would be the remaining cost of
the work to be performed by or on behalf of third parties under engineering and construction contracts with potential
recovery from third party vendors and subcontractors for work performed in the ordinary course of contract
- execution..As ajresult, the total costs of the project could exceed our original cost estimates and we could experience
reduced gross profit or a loss for that project. In some cases, where we fail to meet certain performance standards,

we may be subject to contractual liquidated damages. and/or the actual damages. R .

In January 2003, our subsidiary, Stone & Webster, Inc., was awarded a subcontract to perform engineering services
for a company (the “Related Company”) for whom an executive officer and a significant owner is the brother to our
Chief Executive Officer for total: consideration of approximately $2 million. In connection with the services
agreement, we entered into a guaranty agreement with the Related Company under which we agreed, under certain
circumstances, to guarantee the payment of certain sums which may be owed by the Related Company to its client
under a performance-based .services and equipment contract. That guaranty, by its terms, may be assigned. by the
Related Company to its client. We also entered into an indemnification and fee agreement between us and the
Related Company pursuant to which, among other things, the Related Company must pay us an annual fee in
consideration for our entering into. the guaranty agreement. The amount of the annual fee varies, but totals
approximately $0.8 million over-the 20-year term. Although we believe the probability we will have to make any
payments under the guaranty. agreement is remote, we have recorded the guarantee at its fair value which we believe
is $0.3 million: at August 31, 2004. We have the right, but not the obligation, to take over all of the Related
Company’s rights and obligations under its contract with the customer, if a demand by the customer under the
contract with the Related Company ever occurs and remains unsatisfied. Although we believe that we will not be
required to make any payments under the guaranty agreement, we believe that the maximum potential amount of
future payments (undiscounted) we could be required to make would be approximately $13 mrlhon over the 20-year
term of the contract: : : :

Commercial COmmitments

Our lenders rssue letters of credrt on our behalf to customers or suretles in connection with our contract performance
and i in limited c1rcumstances certain other obligations to third parties. We are required to reimburse the issuers of
these letters of credit for any, payments which they make pursuant to these letters of credit. At August 31, 2004, we
had both letter of credit commitments and bonding obligations, which were generally issued to secure performance
and financial obligations on certain: ‘of our construction contracts, which expire as follows (in millions):

Amounts of Commitment Expiration by Period sy
Less Than ‘ o

_ " Commercial Cnmmitments ’ Total 1 Year 1-3 Yeérs f 4-5.Yez'u:rs‘ }'After 5 Yea‘rs
Letters of Credit - Domestrc and Foreign ‘ $219.0 § 132 $1723 =~ '$10.8 § 227"
Surety bonds : \ 4383 362.9° . 53.8 01 - _215

Total Commercial Commitments ‘ . - $657.3 ‘$ $376.1 $ 226 l ‘ $ 10.9 . $ 442

Note: - Commerc1al Commitments above' exclude any letters of credit or surety bondmg obhgatlons assocrated
with outstanding bids or proposals or other work not awarded prior to August 31, 2004.
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At August 31, 2003, we had both letter of credit-commitments and bonding obligations as follows (in millions)’

Amounts of Commitment Expiration by Periocd

Less Than o

Comfnercial Commitments : .. _Total 1 Year 1-3 Years _d4-5 Years After 5§ Years |
Letters of Credlt Domes‘uc and Forelgn $1643 § 436 $ 108.8 $09 $11.0
Surety bonds _ < _4432 181.6 1933 0.7 67.6
Total Commercial Comm1tments B $607.5 2252 $3021 $ 16 " § 786

Note: Commercial Commitments above exclude any letters of credit or surety bonding obligationsv associlated
with outstanding bids or proposals or other work not awarded prior to August 31, 2003.

The $54.7 million increase in ) letters of credit reflects a new Ietter of credit for approximately $37.0 mllhon for a
new EPC project and additional letters of credit for an existing project that we issued in exchange for the release of
escrowed ‘cash of approximately $38.0 million. Surety bonds of $438.3 million at August 31, 2004 remained
consistent with the $443.2 million at August 31, 2003. Fees related to these commercial commitments were $9.3
million and $4.9 mﬂhon and were recorded in the accompanying statements of operations for fiscal 2004 and 2003,
respectivély. These fees have sighificantly increased due to a higher letter of credit outstanding balance under our
Credit Facility as well as higher surety fees due to the overall current insurance market and the decrease in our bond
rating in fiscal 2Q04‘__‘

During fiscal 2004, we made three payments totaling $47.9 million to reimburse issuers of our letters of credit which
had a negative impact on our working capital and cash position. In the fourth quarter fiscal 2004, '$23.0 million was
subsequently returned by the customer as a result of negotiations to continue the project and our agreement to post a
$23.0 million letter of credit.

During fiscal 2004, customers who had been issued létters of credit in connection with certain contracts received
payments under outstanding letters of credit of $47.9 miillion which we reimbursed our lenders. There were no such
paymerits in ﬁscal 2003. Of the'amount of outstanding letters of credit at August 31, 2004, $190.4 million are issued
to customers if connection with contracts. Of this amount, $190.4 million customes held $138.5 million or 73% of
outstandmg letters of credit'related to five contracts. The largest single amount of outstandmg letters of credit issued
to a smgle customer on a smgle prOJCCt is 348.8. mllllon

'

o

Aggregate Contractual Obhgatlons

Lk

As of August 31, 2004 we had the following contractual obhgatlons (in m11110ns)

Pavments Due bv Period

‘ _ Less Than
*  Contractual‘Obligations -~ _Total '_1Year 1-3 Years' 4-5 Years After 3 Years
Long-term.debt « "o o - $261.1 % 46 $ 13 - § 38 $251.4
Capital lease obligations R v 6.8 2.1 3.0 17 —
Operating leases 283.1 58.9 88.3 61.8 74.1
Unconditional purchase.obligations -~ .~ . — — e — ' —
5656 $926 5613 53253

Total contractual cash obligations $551.0
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As of August.31; 2003,.we had the following contractual obligations (in millions): .

' Payments Due by Period

o o Less Than

Contractual Obligations Total 1 Year 1-3 Years 4-5 Years After 5 Years
Long-term debt ’ : $509.6 $2588 $ 0.7 $ - $250.1
Capital lease obligations = ‘ 23 1.5 - 04, 04 —
Operating leases ‘ 266.5 57.2 80.1 53.2 76.0
Unconditional purchase obligations ‘ — —_ — — —
Total contractual cash obhgatxons ‘ . $7784 $317.5 $812 $536 -$326.1

The reduction in’ long-term debt reflects the repurchase of LYONs with a book value totaling $252.4 million at
various dates of repurchase during fiscal 2004. Capital lease obligations have increased due to our EDS acquisition
on December 31,.2003 while operating Tleases have increased slightly due to our EDS acqulsltlon and general
operatmg needsvdurmg fiscal 2004. .

See Note 9 and Note 13 of the notes to our consohdated financial statements for a d1scuss1on of long term debt and
leases

Also see Note 1"4 of the notes to our consolidated financial statements for a discussion of contingencies.
Recerit Accountmg Pronouncements
FIN 46 - “Consolidation of Varzable Interest Entities” and FIN 46 Implementatzon Issues (FIN 46(R))

In January 2003, the Financial Accountlng Standards Board (“FASB”) 1ssued ‘Financial Accounting Series
Interpretation No. (FIN) 46, “Consohdatlon of Variable Interest Entities” which was revised in December 2003 to
address certain FIN 46 1mplementatlon issues (FIN 46(R)). This interpretation requires a variable interest entity
(VIE) to be consolidated by a company if that company is subject to a majority of the risk of loss from the vanable
interest entity’s activities or “entitled to receive a majority .of the entity’s residual returns or both. In general, a
variable interest entity is a corporation, partnershlp, limited liability company (LLC), trust, or any other legal
structure used for business purposes that either (1) has insufficient financial support, (2) has a group of equity
owners that are unable to make significant decisions about its activities, or (3) has a group of equity owners that do
not have the obligation to absorb losses or the right to receive returns generated by its operations. The interpretation
also requires disclosures about variable interest entities that we are not required to consolidate but in which we have
a significant variable interest. The consolidation requirements of FIN 46 apply 1mmed1ately to variable interest
entities created: after January 31 2003 and is effectxve for existing. variable interest entities for the period ending
May 31, 2004. -

Effective, May; 31 2004 we nnplemented FIN 46(R) As of August 31, 2004, the total assets and liabilities before
intercompany ¢liminations of those VIEs for which we are the primary beneficiary were approximately $47.6
‘million and $35.2 million, respectively. The total assets and liabilities of those VIEs that we are not the primary
beneﬁc:lary were approx1mately $37 2 million and $13. 7 mllhon respectively, as of August 31, 2004,

See Note 6 of the notes to our consohdated ﬁnanc1al statements for a discussion of our VIEs

" vy

FASB Exposuré Draft - “Share-Based Payment, an Amendment of FASB Statement No. 123 and APB No. 25.”

On March 31,2004, the FASB published an Exposure Draft, “Share-Based Payment, an Amendment of FASB
Statement No. 123 and APB No. 25.” The proposed change in accounting would replace the existing requirements
under FAS No. 123 and APB No. 25. Under the proposal, all forms of share-based payments to employees,
including employee stock optlons and employee stock purchase plans, would be treated the same as other forms of
~ compensation by recognizing the related cost in the statement of income. This proposed Statement would eliminate
the ability to account for stock-based compensation transactions using the intrinsic value method of APB No. 25 and
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generally would require that such transactions be accounted for using a fair-value based method, with a binomial or
lattice model preferred to the Black-Scholes valuation model. The comment period for the exposure draft ended June
30, 2004. We are currently analyzing what impact, if any, the adoption of the exposure draft, if issued as a ﬁnal
standard, will have on our financial position and results of operatlons in fiscal 2005

Effects of Inﬂatlon'

- We expect to continue to focus our operations on cost-reimbursable and negotiated fixed-price contracts. To the
extent that a significant portion of our revenues are earned under cost-reimbursable type contracts, the effects of
inflation on our financial condition and results of operations should be reduced. However, if we expand our business
into markets and geographical areas where fixed-price work is more prevalent, inflation may begin to have a larger
impact on our results.of operations. To the extent permitted by competition, we expect to continue to emphasize
contracts that-are either cost-reimbursable or negotiated fixed-price. For contracts where we-accept with fixed-price
terms, we monitor closely the actual costs on the project as they compare to the budget estimates. On these projects,
we also attempt to secure fixed-price commitments from key subcontractors and vendors. However, due to the
competitive nature of our industry; combined with the fluctuating demands and prices- associated with personnel,
equipment and materials we traditionally need in order to perform on our contracts, there can be no guarantee that
inflation will not affect our result of operations in the future

Risk Factors

Investing in our common stock will provide an investor with an equity ownersth interest. Shareholders will be
subject to risks inherent in our business. The performance of our shares will reflect the performance of our business
relative to, among other things, general economic and industry conditions, market conditions and competition. The
value of the investment may increase or decrease and could result in a loss. An investor should carefully consider
the following factors as well as other information contained in this Form 10-K, including the discussion of our
Critical Accounting Polices, before deciding to invest in shares of our common stock.

This Form 10-K also contains forward-looking statements that involve risks and uncertainties. Our actual results
could differ materially from those anticipated in the forward-looking statements as a result of many factors,
including the risk factors described below and the other factors described elsewhere in this Form 10-K.

Demand for our products and services is cyclical and vulnerable o downturns in the industries to which we
market our products and services. .

- The demand for our products and services depends on conditions in the environmental and infrastructure industries
and the power generation industry which accounted for approximately 50% and 38%, respectively, of our backlog as
of August 31, 2004, and, to a lesser extent, on conditions in the petrochemical, chemical and refining industries.
These industries historically have been, and will likely continue to be, cyclical in nature and vulnerable to general
downturns in the domestic and international economies.

For example, since fiscal 2002, there has been a slowdown in construction activity and new construction awards for
power generation projects, primarily as a result of:less activity by certain independent power producers who had
encountered -financing and liquidity problems. These factors contributed to the -cancellation or suspension of a
number of projects by our customers in the fourth quarter of fiscal 2002, resulting in a reduction of our backlog at
that time, with depressed activity during fiscal 2003 and the first half of ﬁscal 2004, resultmg in a decrease in our
revenues, backlog and awards of new busmess :

Our results of operations have vaned and may continue to vary depending on’ the demand for future projects from
these industries. - : Lo ; :

'

The dollar amount of our backlog, as stated at any given tlme, is not necessarily indicative of our future earnings.
As of August 31, 2004, our backlog was approximately $5.8 b11110n. There can be no assurance that the revenues

projected in our backlog will be -realized or, if realized, will result in profits. Further, project terminations,
suspensions or adjustments in scope may occur with respect to contracts reflected in our backlog. For example,
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during (the fourth quarter of fiscal 2002, three domestic power projects previously reflected in-our backlog were
suspended orcancelled, resultlng in a reduction of our backlog of approx1mate1y $300 million.: - . v . .

i

Reducttons in backlog due to cancellatlon by a. customer or for other reasons adversely affect potent1ally to a
_ material extent, ithe revenue and profit we actually receive from contracts projected in backlog. In the event of
project cancellation, we may be reimbursed for certain costs but typically have no contractual right:to:the total
revenues reflected in our backlog. In addition, projects may remain in our backlog for extended periods of time. If
we were to experience significant cancellatlons or delays of projects in ourrbacklog, our ﬁnancral condltron could:be
s1gn1ﬁcantly adversely affected - ) S . - .

We defme backlog asa workmg backlog” which. 1ncludes prOJects for which we have recerved a commmnent from
our customers. - This commitment may be in the form of a written contract for a specific project, a purchase order or
an indication of 'the amount of time or material we need to make available for.a customer’s articipated project. In-
certain instances, the engagement is for a particular product or project.for which we estimate anticipated revenue,
“often based on engineering and design' specifications that -have not been: finalized and may be revised over time.
Also, we estimate (based on our.prior experience) the amount of future- work we. will receive: for multi-year
‘government contracts for which funding is approved.on an annual or periodic basis during the term of the contract.
In the E&I segment, many of these contracts are multi-year indefinite - delivery order,.or IDO, agreements with the
federal government. These contracts do not initially provide for a specific amount of work, and we derive the
contract backlog of IDO agreements from our historical experience with similar awards and customers, and such
backlog averages approxtmately 75% of the total unfunded awards.

Estlmates are rev1ewed penodlcally and approprlate adJustments are made to the amounts 1ncluded in backlog and in
unexercised contract options. Our backlog does not include any awards (funded or unfunded) for work expected to:
be performed more-than five years after the date of our financial statements. The amount. of future actual awards
may be more or less than our estimates. : ' “ . :

Our backlog for maintenance work is derwed from maintenance contracts, some of whrch do not specrfy actual
dollar amounts of maintenance work, in which case our backlog is based on an estimate of work.to be performed in
light of such customers’ historic maintenance requlrements Accordlngly, the amount of future actual awards may be.
more or less than our estimates. . o : RIS .

We also'include in backlog commitments from certain individual customers that have.committed to more than one
significant EPC project and other customers who have committed to multi-year orders for environmental, piping or
maintenance services. There can be no assurance that the customers will complete all of these prolects or that the
projects will be performed in the currently ant101pated time-frame. ;. - . B T
Our s:gmf cant Engmeermg, Procurement and Constructzon projects may encounter dsz culties that may result
in-additional costs to us, reductions in revenues or the payment of actual and/or !tquldated domages T

Our EPC projects generally involve complex design and engmeenng, srgmﬁcant procurement of equlpment and
supplies,- and eéxtensive construction management. Many .of -our EPC :projects involve design,: engineering,
procurement and_construction phases that may occur over extended time periods; often in-excess of two years. We-
may encounter difficulties in the design or engineering, equipment and supply delivery,. schedule.changes, and other.
“factors, some-of which are-beyond our control, that impact.our ability to complete the project in:accordance with the-
original delivery schedule:In addition, we generally rely on third-party equipment manufacturers as well as.third-
party subcontractors to assist us with the completion of EPC contracts. In come cases, the.equipment we purchase
for a project or that is provided to us by the customer does not perform as expected, and these performance failures
may result in delays in completion of the project or additional costs to us or. the customer to complete the project
and, in some cases, may require us to obtain alternate equipment at additional cost. Any delay by subcontractors to-
complete their portion of the project, or any failure by a subcontractor to satisfactorily complete its portion of the
project, and other factors beyond our control may result in delays in the overall progress.of the project-or may cause:
us to incur additional costs, or both. These delays and additional costs may be substantial, and we may be required to
compensate theiproject customer for these delays. While we may recover these additional costs from the responsible
vendor, subcontractor.or other third-party, we may not be able to recover all of these costs in all- circumstances:

oy
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For example, we recorded a $39.3 million pre-tax loss ($26.3 million, net of tax) for the first quarter of fiscal 2004
relating to two EPC projects for gas-fired combined cycle power plants in Michigan and Arizona. The charges were
the result of project completion delays. In addition, we have been assessed liquidated damages by the owners due to
such delays. We' believe that such project completion delays were primarily attributable to our vendors,
subcontractors and equipment manufacturers from whom we may recover certain costs. However, there can be no
assurance that we will recover any additional costs we incurred as a result of such project completion delays.
Recovery of these amounts is dependent upon our negotiations, arbitration and litigation with the owners,
subcontractors, vendors and equipment manufacturers.

We are also currently involved in litigation with a customer and a third-party subcontractor relating to the
engineering, design, procurement and construction of a gas-fired, combined-cycle power plant in Texas. In this
litigation we are seeking payment from the customer for additional costs incurred by us as a result of a fire at the
construction site and certain misrepresentations- and we are seeking payment from a third-party equipment vendor
for additional costs and liquidated damages potentially payable by us as a result of the failure of a turbine during
start-up testing. To the extent we do not receive these amounts, we will recognize a charge to earnings. For further
information regarding current legal disputes in which we are currently involved, see “Item 3. Legal Proceedings” in
our Annual Report on Form 10-K for the year ended August 31, 2004. '

In addition, certain contracts may require that our customers provide us with design or engineering information or
with equipment or materials to be used on the project. In some cases, the customer may provide us with. deficient
design or engineering information or equipment or may provide the information or equipment to us later than
required by the project schedule. The customer may also determine, after commencement of the project, to change
various elements of the project. Our EPC project contracts generally require the customer to compensate us for
additional work or expenses incurred due to customer requested change orders or failure of the customer to provide
us with specified design or engineering information or equipment. Under these circumstances, we generally
negotiate with the customer with respect to the amount of additional time required and the compensation to be paid
to us. We are subject to the risk that we are unable to obtain, through negotiation, arbitration, litigation or otherwise,
adequate amounts to compensate us for the additional work or expenses incurred by us due to customer-requested
change orders or failure by the customer to timely provide required items. A failure to obtain adequate compensation
for these matters could require us to record an adjustment to amounts of revenue and gross profit that were
recognized in prior periods. Any such adjustments, if substantial, could have a material adverse effect on our results
of operations and financial condition.

Our use of percentage-of-completion accounting could result ina reductwn or eltmmatzon of, prevzously reported
profits. :

As is more fully discussed in Critical Accounting Policies and Related Estimates That Have a Material Effect on
Our Consolidated Financial Statements and in the notes to our consolidated financial statements, a substantial
portion of our revenues are recognized using the percentage-of-completion, or POC, methiod of accounting. This:
accounting method is standard for engineering, procurement and construction, or EPC, contracts. ' The POC
accounting practices that we use result in our recognizing contract revenues and earnings ratably over the contract
term in proportion to our incurrence of contract costs. The earnings or losses recognized on individual contracts are
based on estimates of contract revenues, costs and profitability. Contract losses are recognized in full when
determined, and contract profit estimates are adjusted based on ongoing reviews of contract profitability. Further, a
substantial portion of our contracts contain various cost and performance incentives and penalties that impact the
earnings-we realize from the contracts, and adjustments related to these incentives-and penalties are recorded when
known or finalized, which is generally during the latter stages of the contract. In addition, we record claims when we
believe recovery or payment is probable and the amounts can be reasonably estlmated Actual collection or payment
of claims could differ from estimated amounts. :

Although a significant portion of our confracts are cost-reinbursable and our financial loss exposure on cost-
reimbursable contracts is generally limited, it is possible that the loss provisions or adjustments to the contract profit
and loss resultlng from future changes in our estimates or contract penalty provisions could be significant and could
result in a reduction or elimination of previously recognized earnings or result in losses. In certain cncumstances it
is possible that such adjustments could be material to our operatlng results

59




Actual results could differ from the estimates and assumptions that we use to prepare our financial statements.

To prepare ﬁnancral statements in confonmty with - generally accepted accounting principles, management is
required to make estimates and assumptions, as.of the date of the financial statements, which affect the reported
values of assets and liabilities and revenues and expenses and disclosures of contingent assets and liabilities. Areas
requiring mgmﬁcant estimates by our management include:

« contract costs and profits and apphcatron of percentage of—completlon accountmg and revenue recognition of
-contract claims; :

. recoverabrlrty of mventory and application of IOWer of cost or market accountmg,

. provrsrons for uncollectible receivables and customer claims and recoveries of costs from subcontractors,
vendors and others; ‘

. provisiorls for income taxes, and related valuation allowances;.
. recoverabrlrty of goodwrll
. recoverab111ty of other intangibles and related estimated l1ves
' ¢ valuation of assets acquired and liabilities assumed in connection ;Vith business, combinations;
. valuat1on of defined benefit pensron plans and
. accruals for estimated habrlrtres mcludmg litigation and insurance.reserves. .
Our actual results could differ from those estimates.

Non-compliancje with covenants in our Credit Facility, without waiver or amendment Jrom the lenders of the
Credit Facility, could adversely affect our ability to borrow under the Credit Facility. .

Our Credit Facility contains certain financial covenants, including a leverage ratio (which becomes more restrictive
over time), a minimum fixed-charge coverage ratio, a defined minimum net worth, a minimum working capital ratio,
a limit on capital expenditures, and defined minimum earnings before interest expense, income taxes, depreciation
and amortization (EBITDA). In addition, the defined terms used in calculating the financial covenants, in
accordance with the Credit Facility, often require us to follow generally accepted accounting principles which
requires “the use of judgments and estimates, and may change from time to time based on mew accounting
pronouncements. We may not be able to satisfy these ratios, especially if our operating results fall below
management’s expectations as a result of, but not limited to, the impact of other risk factors that may have a
negative impaction our future earnings. See Item 7. “Management’s Discussion and-Analysis of Financial Condition
and Results of Qperations - quurdrty and Capital Resources” for a discussion of our Credit Facility.

A future breachlof any of these covenants or our inability to comply with the requu‘ed financial ratlos could result in
a default under our Credit Facility, and we cannot assure you that we will be able to obtain the necessary waivers or
amendments. In the event of any-default under our Credit Facility not otherwise amended; the lenders thereunder
will not be required to lend any additional amounts to us and could elect to declare all outstanding borrowings,
together with accrued interest and other fees; to be due and payable, or require us to apply all of our available cash
to repay these borrowings and cash collateralize any outstanding letters of credit at that time. The acceleration .of
outstanding loans under our Credit Facility in excess of $20.0 million constitutes an event of default with respect to
the Senior Notes. If we are unable to repay borrowings with respect to our Credit Facility when due, the lenders
thereunder could proceed against their collateral, which consists of substantially all of our assets, including property,
equipment and real estate. If the indebtedness under our Credit Facility or the Senior Notes were-to be accelerated,
we cannot assure you that our assets would be sufficient to repay such indebtedness in full. As of August 31, 2004,
we did not have outstanding borrowings under the Credit Facility but had outstanding . letters of credit of
approximately $215.6 million and indebtedness under our Senior Notes of $250.5 million.
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In addition, although our Senior Notes contain no cross-default provisions, we have entered into indemnity
agreements with our sureties that do contain cross-default provisions. Accordingly, in the event of a default under
our Credit Facility,"we would need to obtain a waiver or amendment to these provisions. We cannot assure you that
we would be successful in obtaining any such amendment or waiver.

Restrictive covenants in our Credit F ac:lzty and the indenture relating to the Senior Notes may restrict our ability
to pursue our business strategzes

Our Credit Facility and the indenture relating to the Senior Notes contain certain restrictions on our ability to, among
other things: ,

* incur additional indebtedness or qontingent obligations or issue preferred stock;

*  pay dividends or make distributions to our shareholders;

+ repurchase or redeem our capital stock or subordinated indebtedness;

+ make investments;

. ‘cr‘eate liens;

+ enter into sale/leaseback transactions;

' incur restrictions on the ability of our subsidiaﬁes to pay dividends or to make other payments to us;
+ make capital expenditures;

« enter into transactions with our stockholders and afﬁl‘iates;

+ sell assets; and:

«  acquire the assets of, or merge or consolidate with, other companies or transfer all or substantially all of our
assets.

Our Credit Facility requires us to achieve certain financial ratios, including a leverage ratio (which becomes more
restrictive over time) and a minimum fixed charge coverage ratio. We may not be able to satisfy these ratios,
especially if our operating results fall below management’s expectations. In addition, in order to remain in
compliance with the covenants in our Credit Facility, we may be limited in our flexibility to take actions resulting in
non-cash charges, including as a result of our settling claims. These covenants may impair our ablhty to engage in
favorable business activities and our ability to finance future operations or capital needs.

A breach of any of these covenants or our ‘inability to comply with the required financial ratios could result in a
default under our Credit Facility. See Risk Factor, “Non-compliance with covenants in our Credit Facility without,
waiver or amendment from the lenders of the Credit Facility, could adversely affect our ablhty to borrow under the
Credit Facility.” :
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QOur indebtedness could adversely affect our financial condition and impair our ability to fulfill our obligations
under our, Senwr Notes and our Ci redzt Faciiity.

As of August 31 2004 we had total outstandmg 1ndebtedness of approxunately $273.9 mllhon approximately $14.4
million of which was secured indebtedness, including obligations under capital leases. In addition, as of August 31,
2004, letters of credit, domestic and foreign, issued for our account in an aggregate amount of $219.0 million were
outstanding. Our substantial indebtedness could have important consequences, including the following: . .

o it will require us to dedicate a substantial portion of our cash flow from operations to payments on our
indebtedness, including our outstanding 10.75% Senior Notes due 2010, or Senior Notes, reducing the
availability of cash flow to fund acquisitions, working capital, capital expenditures and other general
COrporate purposes;

o it will limit our ability to borrow money or sell stock for working capital, capital expenditures, debt service
requirements and other purposes; .

» it will limit our flexibility in planning for, and reacting to, changes in our business; -

* it may place us at a competitive disadvantage if we are more highly leveraged than some of our competitors;
e it may make us more vulnerable to a further downturn in the economy of our bueiness; and

e it may restrict us from making additional acquisitions or exploiting other business opportunities. -

To the extent that new debt is added to our currently anticipated debt levels, the substantial leverage risks described
above would increase.

We are currently the subject of an informal inquiry by the SEC.
On June 1, 2004 we were notified by the staff of the Securities and Exchange Commission (SEC) that the staff 18
conducting an informal i inquiry relating to the Company. The SEC has not advised us as to either the reason for the
inquiry or its scope. If the inquiry elevates to a formal 1nvest1gat10n the resolution could have a material adverse
effect on us andlresult in: ‘

o increased review and scrutiny of us by regulatory authorities;

e ci\?ﬂ ot injunctive proceedings; and V

° poss1b[e payment of fines and. penaltles
We cannot prov1de any guarantees as to the outcome of this 1nforma1 inquiry,
We have been named in various purported class action shareholder lawsuits and shareholder derivative lawsuits.
The Company, our directors and certain of our current and former officers-have been named as defendants in various
purported class| action shareholder lawsuits and shareholder derivative lawsuits. A discussion of these lawsuits
appears in Item 3. Legal Proceedings in our Annual Report on Form 10K for the year ended August 31, 2004.
Although it is not possible at this early stage to predict the likely outcome of these actions, an adverse result in any
of these lawsults could have a material adverse effect on us.
We are and will continue to be involved in litigation.
We have been and may from time to time be named as a defendant in legal actions claiming damages in connection
with engineering and construction projects and other matters. These are typically actions that arise in the normal

course of business, including employment-related claims and contractual disputes or claims for personal injury or
property damage which occurs in connection with services performed relating to project or construction sites. Our
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contractual disputes normally involve claims relating to the performance of equipment, design or other engineering
services or project construction services provided by our subsidiaries. To date, we have been able to obtain liability
insurance for the operation of our business. However, if we sustain damages that materially exceed our insurance
coverage or that are not insured, there could be a material adverse effect on our liquidity, which could impair our
operations.

Downgrades by Rating Agencies
In the fourth quarter of 2004, Moody’s Investors Service or Moody’s lowered its rating of our guaranteed senior
unsecured notes or Senior Notes to Ba3 from Ba2 and the rating on our Credit Facility to Ba2 from Bal along with
downgrading the Company’s outlook to negative from stable. Moody’s indicated that these ratings were lowered
primarily due to weaker-than-expected earnings and cash flow along with persistent charges related to certain
contracts during fiscal 2004 and 2003 (see Note 20 of the ngtes to our consolidated financial statements for
additional discussion of charges related to the NEG projects).

In the event our debt ratings are lowered by Moody’s Investors Service or Standard and Poor’s in the future, we may
not comply with our bonding facilities which could impact our ability to obtain bonding for new projects in the
future and we may be required to increasé or provide cash collateral to obtain surety bonds in order to obtain
bonding for new projects in the future, which would reduce our available cash or availability under our Credit
Facility. We anticipate that any such new or modified bonding facilities would not be on terms as attractive as those
we have currently and that we would also be subject to increased costs of capital and interest rates.

The nature of our contracts could adversely affect us.

Although appr0x1mately 78% of our backlog as of August 31, 2004 was from cost-reimbursable contracts, the
remaining 22% was from fixed-price or unit-price contracts. A significant number of our domestic piping contracts
and substantially all of our international piping contracts are fixed-price or unit-price. In addition, a number of the
contracts we assumed in the Stone & Webster and IT Group acquisitions were fixed-price contracts, and we will
continue to enter into these types of contracts in the future. Under fixed-price or unit- -price contracts we agree to
perform the contract for a fixed-price and, as a result, benefit from costs savings and earnings from approved change
orders; but we are generally unable to récover any cost overruns to the approved contract price. Under certain
incentive contracts, we share with the customer any savings up to a negotiated or target ceiling. When costs exceed
the negotiated ceiling price, we may be required to reduce our fee or to absorb some or all of the cost overruns.
Contract prices are established based in part on cost estimates that are subject to a number of assumptions, including
assumptions regarding future economic conditions. If these estimates prove inaccurate or circumstances change, cost
overruns could have a material adverse effect on our business and results of our operations. Our profit for these
projects could decrease or we could experience losses if we are unable to secure fixed pricing commitments from:
our suppliers at the time the contracts are entered into or if we expenence cost increases for material or labor dunng
the performance of the contracts.

We enter into contractual agreements with customers for some of our engineering, procurement and construction
services to be performed based on agreed upon reimbursable costs and labor rates. Some of these contracts provide
for the customer’s review of the accounting and cost control systems to verify the completeness and accuracy of the
reimbursable costs invoiced. These rev1ews could result in reductions in re1mbursab1e costs and labor rates
previously billed to the customer. :

Many of our contracts require us to satisfy speciﬁed design, engineering, procurement or construction milestones in
order to receive payment for the work completed or equipment or supplies procured prior to achievement of the
applicable milestone. As a result, under these types of arrangements, we may incur significant costs or perform
significant amounts of services prior to receipt of payment. If the customer determines not to proceed with the
completion of the project or if the customer defaults on its payment obligations, we may face difficulties in
collecting payment of amounts due to us for the costs previously incurred or for the amounts previously expended to
purchase equipment or supplies. In addition, many of our customers for large EPC projects are project-specific
entities that do not have Significant assets other than their interests in the EPC projéct. It may be difficult for us to
collect amounts owed to us by these customers against the customer’s more credit- -worthy parent company. If we are
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unable to collect amounts owed to us for these matters, we may be required to record a charge against earnings
related to the pI’O] ject which could result in a material loss.

We are subject to the risks assocmted with bemg a government ‘contractor. -

We are a major provider of services to governmental agencies and therefore are exposed to risks associated with
government contracting, including reductions in government spending, cancelled or delayed appropriations specific
to our projects, heightened competition and modified or terminated contracts. For example, most of our government
contracts are awarded through a regulated competitive bidding process. Some government contracts are awarded to
multrple competrtors which increases overall competition and pricing -pressure and may - require us to make
sustained post—award efforts to realize revenues under these government contracts. Legislatures typically appropriate
funds for a given program on a year-by-year basis, even though contract performance may take more than one year
and are not always guaranteed. As a result, at the beginning of a project, the related contract may be only partially
funded, and additional funding is normally committed only as appropriations are made in each subsequent year.
These appropriations, and the timing of payment of appropriated amounts, may be influenced by, among other
things, the state. of the economy, competing political priorities, curtailments in the use of government contracting
firms, budget constraints, the timing and amount of tax receipts and the overall level of government expenditures. If
legislative appropriations are not made in subsequent years of a multiple-year contract, we will not realize all of our
potential revenues and profits from that contract. A reduction in spending by federal government agencies could also
limit our ability to obtam additional contracts, which could ‘have a material adverse effect on our business.

‘In -addition, government customers typically can terminate or modify any of their contracts with us at their
convenience, and some of these government contracts are subject to renewal or extension annually. If a government
customer terminates a contract or fails to renew or extend a contract, our backlog may be reduced or we may incur a
loss, either of which could i impair our financial condition and operating results. For the year ended August 31, 2004,
54% of revenue was generated from U.S. governmental agencies.

A termination due to our unsatrsfactory performance could expose us to liability and have a materjal adverse effect
on our ability to compete for future contracts and orders. In cases where we are a subcontractor, the prime contract
under which weare a-subcontractor could be terminated, regardless of the quality of our services as a subcontractor
or our relat1onsh1p with the relevant government agency. Our government customers can also reduce the value of
existing contracts, issue modifications to a contract and control and potentially prohibit the export of our services
and associated materials.

As a result of our government contracting business, we have been, are and will be in the future, the subject of audits
and/or cost reviews by the Defense Contract Audit Agency, which we refer to as DCAA, or by other contracting
agencies.  Additionally, we have been and may in the future be the subject of investigations by governmental
agencies such as the Office of Inspector General of the Environmental Protection Agency. During the course of an
audit, the DCAA may disallow costs if it determines that we improperly. accounted for such- costs in a manner
inconsistent with Cost Accounting Standards or regulatory and contractual requirements. Under the type of cost-
reimbursable government contracts that we typically perform, only those costs that are reasonable, allocable and
allowable are recoverable under the Federal Acqulsrtron Regulation and Cost Accounting Standards. .

In addition, our' failure to comply with the terms of one or more of our government contracts, other government
_agreements, or igovernment regulations and statutes could result in our being suspended or barred. from future
- government contract projects for a significant period of time and possible civil or criminal fines and penalties of
~ applicable regulations and statutes and the risk of public scrutrny of our performance at hlgh profile sites. This could

materially adversely affect our business. : 3 .

Our failure to néeet schedule or performance requi’réments of our contracts could adversely affect us.
In certam crrcumstances we guarantee facility completion by a scheduled acceptance date or achrevement of certain
acceptance and performance testing levels. Failure to meet any such schedule or performance requirements could

result in additional costs, and the amount of such additional costs could exceed projected profit margins.
Performance problems for exrstmg and future contracts{could cause actual_results of operations to differ materially
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from those anticipated by us and could cause us to suffer damage to our reputatlon within our industry and our client
base. :

Our dependence on subcontractors and equipment manufacturers could adversely affect us.

We rely on third-party equipment manufacturers as well as third-party subcontractors to complete our projects. To
the extent that we cannot engage subcontractors or acquire equipment or materials, our ability to complete a project
in a timely fashion or at a profit may be impaired. If the amount we are required to pay for these goods and services
exceeds the amount we have estimated in bidding for fixed-price work, we could experience losses in the
performance of these contracts. In addition, if a subcontractor or a manufacturer is unable to deliver its services,
equipment or materials according to the negotiated terms for any reason, including the deterioration of its financial
condition, we may be required to purchase the services, equipment or materials from another source at a higher
price. This may reduce the profit to be realized or result in a loss on a project for which the services, eqmpment or
materials were needed. ‘ :

Possible cost escalation associated with our fixed-price contracts which could impact our profitability.

We estimate total contract costs in pricing our fixed-price contracts incorporating assumptions to address infiation
and fluctuations in market price for materials: However, we can not predict these variable components . with certainty
as they.related to our pricing of fixed-price contracts. As a result, we may incur total costs that exceed original
estimates due to increased materials, labor or other costs. These increased costs could contribute to a lower than
expected return or losses on our projects.

Our results of operations depend on the award of new contracis and the tzmmg of the performance of these
contracts. : :

A substantial portion of our revenues is directly or indirectly derived from large-scale domestic and international
projects. It is generally very difficult to predict whether and when we will receive such-awards as these contracts
frequently involve a lengthy and complex bidding and selection process which is affected by a number of factors,
such as market conditions, financing arrangements, governmental approvals and environmental matters. Because a
significant portion of our revenues is generated from large projects, our results of operations and cash flows can
fluctuate from quarter to quarter depending on the timing of our contract awards. In addition, many of these
contracts are subject to financing contingencies and, as a result, we are subject to the risk that the customer will not
be able to secure the necessary ﬁnancmg for the prOJect .

R
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In certain circumstances, customers may require us to provide credit enhancements, including bonds or letters of
credit. In line with industry practice, we are often required to provide performance and surety bonds to customers.
These bonds indemnify the customer should we fail to perform our obligations under the contract. If a bond is
required for a particular project and we are-unable to obtain an appropriate bond, we cannot pursue that project. We
have a bonding facility but, as is typically the case, the issuance of bonds under that facility is at the surety’s sole
discretion. Moreover, due to events that affect the insurance and bonding markets generally, bonding may be more
difficult to obtain in the future or may only be available at significant additional cost. There can be no assurance that
bonds will continue to be available to us on reasonable terms. Our inability to obtain adequate bonding and, as a
result, to bid on new work could have a material adverse effect on our future revenues and business prospects.

The uncertamty of our contract award tlmmg can also .present difficulties in matchmg workforce size with contract
needs. In some cases, we maintain and bear the cost of a ready workforce that is larger than called for under existing
contracts in anticipation of future workforce needs for expected contract awards. If an expected contract award is
delayed or not received, we would incur costs that could have a material adverse effect on us. Further, our
significant customers vary :between years and the loss of any one or more of our key customers could have a
material adverse 1mpact on us. .

In addition timing of the revenues, earnings and cash flows from our projects can be affected by a number of factors

beyond our control, including unavoidable delays from weather conditions, unavailability of material and equipment
from vendors changes in the scope of services requested by clients or labor disruptions.
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Our environmeriztal and infrastructure operations may subject us to potential contractual and operational costs

and liabilities.

Many of our E&I segment customers attempt to shift financial and operating risks to the contractor, particularly on
projects involving large scale cleanups and/or projects where there may be a risk that the contamination could be
more extensive or difficult to resolve than previously anticipated. In this competitive market, castomers increasingly
try to pressure contractors to accept greater risks of performance, liability for damage.or injury to third parties or
property and liability for fines and penalties. Prior to our acquisition ‘of the IT Group, it was involved in claims and
litigation involving disputes over such issues. Therefore, it is possible that we could also become involved in similar
claims'and litigation in the future as a result of our acquisition of the assets of IT Group and our participation in
environmental and infrastructure contracts. r .

Envrronmental management contractors also potentlally face liabilities to th1rd parties for property damage or
personal injury stemming from exposure to or a release of toxic substances resulting from a project performed for
customers. These liabilities could arise long after completion of a project. Although the risks we face in our anthrax
and other biological agent work are similar to those faced in our toxic chemical emergency response business, the
risks posed by attempting to detect and remediate these biological agents may include risks to our employees,
subcontractors and those who may be. affected :should . detection and remediation prove less effective than
anticipated. Because anthrax and similar contamination is so recent, there may be unknown risks involved; and-in
certain circumstances there may be no body of knowledge or standard protocols. for dealing with these risks. The
risks we face also include the potential ineffectiveniess of developing. technologies to detect and remediate the
contamination, claims for infringement of these technologies, difficulties in working with the sthaller, specialized
firms that may own these technologies and have detection and remediation capabilities, our ability to attract and
retain qualified employees and subcontractors in light of these risks, the high profile nature of the work and the
potential unavailability of insurance and indemmification for the risks associated with biological agents and

terrorism.

Over the past several years, the EPA and other federal agencies have constricted srgmﬁcantly the circumstances
under which they will indemnify thelr contractors agalnst liabilities mcurred in connection with CERCLA, and
sumlar projects. ‘

We are exposed to certain risks associated with our integrated environmental solutions businesses:

Certain subsidiaries within our Environmental & Infrastructure division are engaged in two similar programs that
may involve assumption of a client’s environmental remediation obligations and potential claim obligations. One
program involves our subsidiary, The LandBank Group, Inc., or LandBank, which was acquired in the IT Group
acquisition. Under this program, LandBank purchases and then remediates and/or takes other steps to-improve
environmentally: impaired properties. The second program is ‘operated by our subsidiary’ Shaw’Environimental
Liability Solutions, LLC, which will contractually assume responsibility for environmental matters at a particular
site or sites and provide indemnifications for defined cleanup costs and post closing third party claims in return for
compensation. by the client. These subsidiaries may operate and/or purchase and redeévelop environmentally
impaired property. As.the owner or operator of such properties, we may be required to. clean.up all contamination at
these sites even if we did not place the contamination there. We attempt to reduce. our exposure to.unplanned risks
through the performance of environmental due diligence; the use of liability protection:provisions of federal laws
like the Brownfields Revitalization Act and similar state laws and the purchase of environmental and cost cap
insurance coverage or other risk management products. However, we cannot assire you that our risk management
strategies and these products and laws will adéquately -protect us in all 01rcumstances or that no material adverse
impact w111 occur. 7 : B o :

Our ability to bel proﬁtable in this type- of business also depends on our ability to accurately estimate cleanup costs.
While we engage in comprehensive engineering and cost analyses, if we were to.materially ‘underestimate - the
required cost of ¢leanup at a particular project, such underestimation could significantly adversely affect us. Further,
the continued: growth. of this type of business is dependent upon the availability of environmental and cost. cap
insurance or other risk-management products. We cannot assure you that such products will continue to be available
to us in the future. Moreover, environmental laws and regulations governing the cleanup of contaminated sites. are
constantly changing. We cannot predict the effect of future changes to these laws and regulations on our LandBank
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and Environmental Liability Solutions businesses. In addition, prior to the IT Group acquisition, we had not
previously conducted this type of business and we have had no material transactions in this business. Additionally,
when we purchase real estate in this business, we are subject to many of the same risks as real estate developers,
including the timely receipt of building and zoning permits; construction delays, the ability of markets to absorb new
development projects, market fluctuations and the ability to obtain additional equity or debt financing on satisfactory
terms, among others. .

The limitation or the expiration of the Price-Anderson Act’s indemnification authority could adversely affect our
business. . S

The Price-Anderson Act, or PAA, comprehensively regulates the manufacture, use and storage of radioactive
materials, while promoting the nuclear power industry by offering broad indemnification to nuclear power plant
operators and DOE contractors. Because we provide services for the DOE relating to its nuclear weapons facilities
and the nuclear power industry in the on-going maintenance and modification, as well as decontamination and
decommissioning, of its nuclear power plants, we are entitled to the indemnification protections under the PAA.
Although the PAA’s indemnification provisions. are broad, it does not apply to all liabilities that we might incur
while performing services as a radioactive materials cleanup contractor for the DOE and the nuclear power industry.
In addition, the PAA’s ability to indemnify us with respect to any new facilities expired on August 1, 2002, but was
reauthorized and extended through December 31, 2004. Because nuclear power remains controversial, there can be
no assurance that the PAA’s indemnification authority will be reauthorized and extended when that authority expires
again at the end of calendar year 2004. If the PAA’s indemnification authority is not extended, our business could be
adversely affected by either a refusal of operations of new facilities to-retain: us or our inability to obtain
commercially adequate insurance and indemnification.

Environmental factors and changes in laws and regulatwns could increase our costs and liabilities and aﬁ’ecr the
demand for our services.

In addition to the environmental risks described above relating to the businesses acquired from IT Group and our
environmental remediation business, our operations are subject to env1ronmental laws and regulanons including
those concerning: : - ‘

. émissions into the air;

+ discharges into waterways;

. generation, stbragé,‘héndling, t;eatmeﬁt and disﬁésal of hazérdous materials ‘and wastes; and
* health and safety.

Our projects often involve highly regulated materials, including hazardous and nuclear materials and wastes.
Environmental laws and regulations generally impose limitations and standards for regulated materials and require
us to obtain a permit and comply with various other requirements. The improper characterization, handling, or
disposal of regulated materials or any other failure to comply with federal, state and local environmental laws and
regulations or associated environmental permits may result in the assessment of administrative, civil, and criminal
penalties, the imposition of investigatory or remedial obligations, or the issuance of injunctions that could restrict or
prevent our ability to perform.

In addition, under CERCLA and comparable state laws, we may be required to investigate and remediate regulated
materials. CERCLA and these comparable state laws typically impose liability without regard to whether a company
knew of or.caused the release, and liability for the entire cost of clean-up can be imposed upon any responsible
party. The principal federal environmental legislation affecting our Environmental & Infrastructure subsidiaries and
clients include: the National Environmental Policy Act of 1969, or NEPA; the Resource Conservation and Recovery
Act of 1976, or RCRA; the Clean Air Act; the Federal Water Pollution Control Act; and CERCLA, together with the
Superfund Amendments and Reauthorization Act of 1986, or SARA. Our foreign operations are also subject to
similar governmental controls and restrictions relating to environmental protection.
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We could also incur environmental liability at sites where we have been hired by potentially responsible parties, or
PRPs, to remediate contamination of the site. Such PRPs have sought to expand the reach-of CERCLA, RCRA ‘and
similar state statutes to make the remediation contractor responsible for cleanup costs. These companies claim that
environmental contractors are owners.or operators of hazardous waste facilities or that the contractors arranged for
treatment, transportation or disposal of hazardous substances. If we are-held responsible under CERCLA or RCRA
for damages caused while performing services or otherwise, we may be forced to incur such cleanup costs by
ourselves, notwrthstandrng the potentlal availability of contribution or 1ndemn1ﬁcat1on from other parties.

The env1ronmental health and safety laws and regulations to which we are subject are constantly changmg, and it is
impossible to predict the effect of any future changes to these laws and regulations on us. We do not yet know the
full extent, if any, of environmental liabilities associated with many. of our recently acquired properties undergoing
or scheduled to‘undergo site restoration, including any liabilities associated with the assets we acquired from Stone
& Webster and!IT Group. We cannot assure you that our operatxons will contrnue to comply with future laws and
regulatlons will not s1gn1ﬁcantly adversely affectus. .. : :

The level of enforcement of these laws and regulations also affects the demand for many of our services. Proposed
changes in regulations and the perception that enforcement of current environmental laws has been reduced has
decreased the demand for some services, as clients have anticipated and adjusted-to the potential changes. Future-
changescould result in increased or decreased demand for some of our services. The ultimate impact- of the
proposed changes will depend upon.a number of factors, including the overall 'strength of the economy and clients’
views on the cost-effectiveness of remedies available under the changed regulations. If proposed or enacted changes
materially reduce demand for our environmental services, our results of operat‘ions could be adversely‘ affected. -

Development and Construction Risks and Other Risks assoczated wzth our mthtary hausmg prwatzzatwn
contracts could impact our profitability and a-loss of our mvestment -

Development and construction activities conducted through various joint ventures with one strateg1c partner expose
us to risks mcludmg . . .

° we may, be unable to obtam or may be subJect to delays in obtamrng necessary penmtnng, land -use,
bulldmg, occupancy and other required governmental permits and authorizations, which could result in
increased development costs;

°  we may lncur construction costs related to new construction or renovations that exceed original estimates due
to increased materials, labor or other costs. These increased costs could contribute to a lower than expected
return and we may not be able to increase rents to compensate for:the increased: in construction costs
annually,

°  we mayw be unable to complete constructlon of a property on schedule and meet ﬁnancral goals for
‘.development factors; and K . :
> we may incur construction costs that are hlgher or have project delays- 1f Wwe' are not successful in our abrlrty
to form strateg1c alhances with key material suppliers and vendors IR :

Other risks d1rectly associated with our dependence on the U.S. military include: -

> we may 'be unable to obtain the necessary levels of occupancy and rents, which could result in lower than
. expected returns and in some cases losses. Rents are determined by Congress annually through
. appropriations for Basic Allowance for Housing (BAH) for all of the branches of the U.S. military. We
cannot assure you that the appropriations each year will occur on‘a timely basis, or that the amount of BAH

- appropriations will be sufficient to keep up with escalations in the cost ofliving expenses. Congress may

- change the law and the DOD can revise its procedures at any time.. We cannot assure:you that such changes
will not be made and, if changes are made, such changes may have a materlal adverse effect on the level of
our operatrng revenues generated by our pnvatrzatron prOJects e .

68




» we cannot assure you that the military bases where we have military housing projects will remain active or
that their functions and/or staffing levels will not be materially reduced such that we will be unable to lease
military housing units to members of the U.S. military. The DOD has, from time to time, closed military
bases and realigned and/or reduced the functions and staffing levels at certain bases under the Base
Realignment and Closure (BRAC) initiative. These military housing projects are-supported by military
residents based on current military needs and geographic deployment of the residents; and

+ we may not be able to close on our five remaining military housing privatization projects as we have only
been selected to receive the right to enter into exclusive negotiations and the award is subject to final
approval from the U.S. military branch and Congress. Until final approval is obtained, which generaily can
last between six months to one year, we will incur costs associated with.the development plan and design that
may be significant. We cannot assure you that we will receive final approval and failure to recover these
development costs may result in losses.

Ultimately, these risks could have an adverse effect on our profitability and expose us to possible losses as well as
the loss of our investment in these military housing privatizations. As of August 31, 2004, our investment in these
housing privatizations was $10.4 million. '

Our working capital requirements may increase as a resuit of our entry into the military housing privatization
market.

During fiscal 2004, we were awarded seven contracts to privatize military family. housing with our joint venture
partner, CEI, under the DOD’s Military Housing Privatization Initiative. As of August 31, 2004, two of these
contracts were closed with the other five scheduled to close in fiscal 2005.

These privatization contracts require initial capital contributions in the early stages of the project and ultimately
permanent financing from a third party lender. As of August 31, 2004, we are obligated to make capital
contributions of approximately $20 million related: to these privatization contracts; however, the timing of these
capital contributions are dependent upon the progress of each underlying project. In addition, because occupancy
rates and rents at a newly developed property may fluctuate depending on a number of factors, including market and
economic conditions, we may be unable to meet our profitability goals for that property.

If our partners fail to perform their contractual obligations on a project, we could be exposed to loss of reputation
and additional financial performance obligations that could result in reduced profits or losses.

We often enter into various joint ventures as part of our environmental: and engineering, procurement and
construction businesses so that we can jointly bid and perform on a particular project. The success of these and other.
joint ventures depends, in large part, on the satisfactory performance of the contractual obligations of our joint
venture partners. If our partners do not meet their obligations, the joint venture-may be unable to adequately perform
and deliver its contracted services. Under these circumstances, we may be required to make additional investments
and provide-additional services to ensure the adequate performance and delivery of the contracted services. These
additional obligations could result in reduced profits or, in some cases, significant losses for us with respect to the
joint venture, which could also affect our reputation in the industries we serve. -

Our dependence on one or a few customers could adversely affect us.

Due to the size of many engineering and construction projects, one or a few clients have in the past and may in the
future contribute a substantial portion of our consolidated revenues in any one year or over a period of several
consecutive years. For example, in fiscal 2004, approximately 46% of our revenues were generated from ten major
customers. Similarly, our backlog frequently reflects multiple projects for individual clients; therefore, one major
customer may comprise a significant percentage of backlog at a point in time. An example of this is the TVA, with
which we have two contracts representing an aggregate of 8% of our backlog at August 31, 2004. Including our
backlog from TVA, a Government-owned entity, backlog from the U.S. Government or U.S. Government-owned
entities accounted for 54% of backlog at-August 31, 2004. ‘
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Because these srgrnﬁcant customers generally contract with us for specific projects, we may lose these customers
from year to year as their projects with us are completed. If we do not replace them with other customers or other
projects, our business could be materially adversely affected. .

Additionally, we have long-standing relationships with many significant customers, including customers with which
we have alliance agreements that have preferred pricing arrangements. However, our contracts with these customers
are on a project be project basis, and they may unilaterally reduce or discontinue their purchases at any time. The
loss of business from any one of such customers could have a material adverse effect on our business or results of
operations. ‘

]

If we experzence delays and/or defaults in customer payments, we could be unable to recover all expendztures

Because of the nature of our contracts, at times we commit resources. to prOJeCtS prior to receiving payments from
the customer in amounts sufficient to cover expenditures on client projects as they are incurred. Delays in customer
payments may requrre us to make a working capital investment. If a customer defaults in making its payments on a
project in which we have devoted significant resources, it could have a materral negative effect on our results of
operations.

Qur projects expose us to potential professional liability, product liability, warranty and other claims.

We engineer, construct and perform services in large industrial facilities in which accidents or system failures can be
disastrous. Any catastrophic occurrences in excess of insurance limits at locations engineered or constructed by us or
where our produéts are installed or services performed could result in significant professional Hability, product
liability, warranty, and other claims against us. In addition, under some of our contracts, we must use new metals or
processes for producing or fabricating pipe for our customers. The failure of any of these metals or processes could
result in warranty claims against us for significant replacement or reworkmg costs.

Further, the engingering and construction projects we perform expose us to additional risks 1nelud1ng cost overruns,
equipment failures, personal injuries, property damage, shortages of materials and labor, work stoppages, labor
disputes, weather|problems and unforeseen engineering, architectural, environmental and geological problems. In
addition, once our construction is complete; we may face claims with respect to the performance of these facilities.-

We face substantiial competition in each of our business segments.

In our E&I segment, we compete with a diverse array of small and large organizations, including national and
regional environmental management firms, national, regional and local architectural, engineering and construction
firms, environmental management divisions or subsidiaries of international engineering, construction and systems
companies, and waste generators that have developed in-house capabilities. Increased competition in this business,
combined with changes in client procurement procedures, has resulted in changes in the industry, including among
other things, lower contract margins, more fixed-price or unit-price contracts and contract terms that may
increasingly require us to indemnify our clients against damages or injuries to third parties and property and
environmental fines and penalties. We- believe, therefore, these market conditions may require us to accept more
contractual and performance risk than we have historically for the environmental and infrastructure segment to be
competitive.

The entry of large systems contractors and international engineering and construction firms into the environmental
services industry has increased competition for major federal government contracts and programs, which have been
a primary sourceof revenue in recent years for our environmental & infrastructure business. There can be no -
assurance that our‘ E&I segment will be able to compete successfully given the intense competrtron and trends in its
1ndustry ' 1 . . ‘ : :

In our ECM segment, we face competition from numerous regional, national and international competitors, many of
which have greater financial and other resources than we do. Our competitors include well-established, well-
financed concerns, both privately and publicly held, including many major power equipment manufacturers and
engineering and cpnsﬁuction companies, some engineering companies, internal engineering departments at utilities
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and certain of our customers. The markets that we serve require substantial resources and particularly highly skilled
- and experienced technical personnel. s

In our Fabrication, Manufacturing and Distribution segment, we face substantial competition on a domestic and
international level. In the United States, there are a number of smaller pipe fabricators. Internationally, our principal
competitors are divisions of large industrial firms. Some of our competltors primarily in the international sector,
have greater ﬁnancral and other resources than we do :

Political and economic conditions in foreign countries in which we operate could adversely affect us.
Approximately 18% of our fiscal 2004 revenues and: 15% of our revenues for fiscal 2003 . were attributable to
projects in international markets, some of which are subject to political unrest and uncertainty. We have operations
in the Middle East, Russia, China, Europe and Australia. The services we provide to our customers in Iraq and other
Middle East countries have created several challenges, including identifying and retaining the appropriate
subcontractors, the recruiting of qualified personnel and the ability to retain them, the safety of our employees and
subcontractors and the increased working capital demands. It is possible that our employees may suffer injury or
death, repatriation problems or other unforeseen costs and risks-in the course of therr international projects, which
could negatively impact our operations. ,

In addition to these specific challenges we.face in the Middle East, international contracts, operations and expansion
expose us to risks inherent in doing business outside the United: States, including:

* uncertain economic conditions in the foreign countries in which we make: capital investments, operate and
sell products and services;

» the lack of well-developed legal systems in some countries in which we operate and sell products and
services, which could make it difficult for us to enforce our contractual rights;

+ security and safety of employees;
. expropnatron of property,
. restrictions on the rrght to conven or repatrrate currency;
» political risks, including risks of loss due to civil strife, acts of war, guerrilla activities and insurrection;
-+ greater risk of uncollectible accounts and longer ‘collection cycles;
“eo. currency ﬂuctuatior:ls'.;. S s |
o .Jogistical arxd communrcétioné challorrges; o
. . potential adverse ’clranv-ges in 1a§vs ’and regularory pracrices, inclurling export license requiremerrts, trade
barriers, tariffs and tax laws;
° . ohaﬁges in labor Conditions;‘
- exposure ‘to liabili'ry under the f'oroigrl Corrrrpt Practices Act; and
v° general economic and pohtrcal conditions i in these forelgn markets.
Work stoppages and other labor problems could adversely affect us.
Some of our employees in the United States and abroad are represented by labor unions. We experienced a strike,

without material impact-on pipe production, by union members in February 1997 relating to the termination of
collective bargaining agreements covering our pipe facilities in Walker and Prairieville, Louisiana. A lengthy strike
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or other work stoppage at any of our facilities could have a material adverse effect on us. F rom time- to time we have
also experienced attempts to unionize our non-union shops. While these efforts have achieved limited success to -
date, we cannot give any assurance that we will not experience additional union activity in the future.’

Adverse events eould negatively afféct our liquidity position.

Our operations could require us to utilize large sums of working capital, sometimes on short notice and sometimes
without the ability to recover the expenditures. Circumstances or events which could create large cash outflows
include losses resulting from fixed-price contracts, environmental. liabilities, litigation risks, unexpected costs or
losses resulting from acquisitions, contract initiation or completion delays, political conditions, customer payment
problems, foreign exchange risks, professional and product liability claims, among others. We cannot provide
assurance that we will have sufficient liquidity or the credit capacity to meet all of our cash needs if we encounter
significant workmg capital requirements as a result of these or other factors.

Insufﬁcient liquidity could have important consequences to us. For example, we could:

o have less operating flexibility due to restrictions which could be imposed by.our creditors, including
restrictions on incurring additional debt, creating liens on our properties and paying dividends;

> have. less* success in obtaining new work if our sureties or our lenders were to limit our ability to prov1de new
performance bonds or letters of credit for our projects;

> be required to dedicate a substantial portion of cash flows from operations to the repayment of" debt and the
interest associated with that debt;

¢ fail to comply with the terms of our credit facility;
o incur increased lending fees, costs and interest rates; and
o experience difficulty in financing future acquisitions and/or continuing operations.

All or any of these matters could place us at a competitive disadvantage compared with competitors with more
liquidity and could have a negative impact upon our financial condition and results of operations.

Foreign excharge risks may affect our ability to realize a profit from certain projects or to obtain projects.

We generally attempt to denominate our contracts in U.S. dollars; ‘however, from time to time we enter ‘into
contracts denominated in a foreign currency. This practice subjects us to foreign exchange risks, particularly to the
extent contract revenues are denominated in a currency different than the contract costs. We attempt to minimize our
exposure from foreign exchange risks by obtaining escalation provisions for projects in inflationary economies,
matching the contract revenue currency with the contract costs currency or entering into hedge contracts when there
are different currencies for contract revenues and costs. However, these actions will not always ehrmnate all foreign
exchange risks. | ‘

Foreign exchange controls may also adversely affect us. For instance, foreign exchange controls were instituted in
Venezuela on February 6, 2003. These controls may limit our ability to repatriate profits from our Venezuelan
subsidiaries or otherwise convert local currency into U.S. dollars. These limitations could adversely affect us.
Further, our ability to obtain international contracts-is impacted by the relative strength or weakness of -the U.S.
dollar to foreign currencies.

We may incur Mnaxpected liabilities associated with the Stone & Webster and Ir Group acqmsztwns, as well as
other acqmsztmns. , :

In. July. 2000, we acquired substantially all of the operating assets and assumed certain liabilities of ‘Stone &

Webster, Inc., and during fiscal 2002, we acquired substantially all of the operating assets and assumed -certain
habxlmes of The IT Group, Inc. We believe, pursuant to the terms of the agreements for the Stone & Webster and
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IT Group asset acquisitions, that we assumed only certain liabilities, which we refer.to as assumed liabilities,
specified in those agreements. In addition, those agreements provide that certain other liabilities, including but not
limited to, certain outstanding borrowings, certain leases, certain contracts in process, completed contracts, claims or
litigation that relate to acts or events occurring prior to the acquisition date, and certain employee benefit obligations
are specifically excluded from our transactions. We refer to these as excluded liabilities. There can be no assurance,
however, that we do not have any exposure.related to the excluded liabilities.

In addition, some of the former owners of companies that we have acquired are contractually required to indemnify
us against liabilities related to the operation of their companies before we acquired them and for misrepresentations
made by them in connection with the acquisitions. In some cases, these former owners may not have the financial
ability to meet their indemnification responsibilities. If this occurs, we may incur unexpected liabilities.

Any of these unexpected liabilities could have a material adverse effect on us and our financial condition.

If we must write off a significant amount of intangible assets or long-lived assets, our earnings will be negatively
impacted. : T ‘

Because we have grown in part through acquisitions, goodwill and other acquired intangible assets represent a
~ substantial portion of our assets. Goodwill was approximately $522.8 million as of August 31, 2004. If we make
additional acquisitions, it is likely that we will record additional intangible assets on our books. We also have long-
lived assets consisting of property and equipment and other identifiable intangible assets of $204.6 million as of
August 31,-2004 which are reviewed for impairment whenever events or circumstances indicate the carrying amount
of an asset may not be recoverable. If a determination that a significant impairment in value of our unamortized
intangible assets or long-lived assets occurs, such determination would require us to write off a substantial portion of
our assets. Such a write off would negatively affect our earnings.

Difficulties integrating our acquisitions could adversely affect us.

From time to time, we have made acquisitions to pursue market opportunities, increase our existing capabilities and
expand into new areas of operation. We plan to pursue select acquisitions in the future. If we are unable to identify
acquisition opportunities or complete acquisitions we have identified, our business could be materially adversely
affected. In addition, we may encounter difficulties integrating our future acquisitions and in successfully managing
the growth we expect from the acquisitions. In addition, our expansion into new businesses, such as with our IT
Group acquisition, may expose us to additional business risks that are different from those we have traditionally
experienced. To the extent we encounter problems in identifying acquisition risks or integrating our acquisitions, we
could be materially adversely affected. Because we may pursue acquisitions around the world and may actively
pursue a number of opportunities simultaneously, we may encounter unforeseen expenses, complications and delays,
including difficulties in employing sufficient staff and maintaining operational and management oversight.

Our failure to attract and retain qualified personnel, including key officers, could have an adverse effect on us.

Our ability to attract and retain qualified engineers, scientists and other professional personnel in accordance with
our needs, either through direct hiring or acquisition of other firms employing such professionals, will be an
important factor in determining our future success. The market for these professionals is competitive, and there can
be no assurance that we will be successful in our efforts to attract and retain needed professionals. In addition, our
ability to be successful depends in part on our ability to attract and retain skilled laborers and craftsmen in our pipe
fabrication and construction businesses. Demand for these workers can at times be high and the supply extremely
limited. ' R T ;

Our success is also highly dependent upon the continued services of our key officers. The loss of any of our key
officers could adversely affect us. We do not maintain key employee insurance on any of our executive officers.
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Changes in technology could adversely ajfect us, ‘and- our competttors may develop or otherwzse acqmre
equivalent or supertor technology. . . _ . -

We believe thatlwe have a leading posrtron in technologres for the desrgn and constructron of ethylene processing
plants. We' protect.our position through patent registrations, license restrictions and a research and development
program. However, it is possible that others may develop competing processes that could negatively affect our
market posmon

Additionally, we have developed construction and power -generation and transmission software which we. believe
provide competitive advantages. The advantages currently provided by this software could be at risk rf competitors

were to develop lsuperior or.comparable technologies.

Our induction pipe bending technology and capabilities favorably influence -our ability. to compete successfully.
Currently this technology and our proprietary software ‘are not patented. Even though we have some legal
protections against the dissemination of this know-how,  including non-disclosure and ‘confidentiality agreements,
our efforts'to prevent others from using our technology could be time-consuming, expensive and ultimately may be
unsuccessful or only partially successful. Finally, there is nothing to prevent our competitors from independently
attemptmg to develop or obtain access'to technologles that are similar or supenor to:our technology

Market prices of our. eqmty securmes have changed srgnzf cantly and could change further

The market prlces of our common stock may change srgmﬁcantly in response to. varrous factors and events beyond
our control, 1nclud1ng the followmg ‘ r . ; :

o the other rlsk factors descrlbed in th1s Form 10- K mcludmg changmg demand for our products and services;
= ashortfall in operating revenue or net income from that expected by securities analysts and investors;

o changes in securities analysts estimates of our financial performance or the financial performance of our
competrtors or companles in our industry generally, Vo v

o general oondltlons in our 1ndustrres;

° general condrtrons in the securities markets;
° 1ssuancel of a srgnrﬁcant number of shares upon exercise of employee stock opt1ons or conversion of the
LYONs land : , ‘

° 1ssuancelof a srgmﬁcant number of shares of common stock to fund LYONs repurchases
We may experaence adverse impacits on our results af operatwns as a result of adoptmg new accounting
standards or mterpretanons ST Rt SRR o
Our implement'ation of and cornpliance with changes in accounting rules, including hew .accounting rules and
interpretations, icould adversely affect our operatmg results or cause. unanticipated ﬂuctuatrons in our operatrng
results in future penods , . Yot el e o

.*‘._, : -

For exarnple effectrve August 31 2005 we are requrred by the Sarbanes-Oxley Act of 2002 to begm ﬁlrng an
annual report on the effectiveness of our internal controls. Although we believe our internal controls are operating
effectively, andl we have committed internal resources and engaged external consultants to ensure compliance, we
cannot guarantée that we will not have any material weaknesses.as reported by our external.-auditors and. such
determrnatlon could materially adversely affect our business.

.74




Provisions in our articles of incorporation and by-laws and rights agreement could make it more difficult to
acquire us and may reduce the market price of our common stock.

Our articles of incorporation and by-laws contain certain provisions, such as a provision establishing a classified
Board of Directors (in the event the entire Board of Directors is increased to twelve or more members), provisions
entitling holders of shares of common stock that have been beneficially owned for four years or more to five votes
per share, a provision prohibiting shareholders from calling special meetings, a provision requiring super majority
voting (75% of the outstanding voting power) to.approve certain business combinations and provisions authorizing
the Board of Directors to issue up to 20 million shares of preferred stock without approval of our shareholders. Also,
we have adopted a rights plan that limits the ability of any person to acquire more than 15% of our common stock.
These provisions could have the effect of delaying or preventing a change in control or the removal of management,
of deterring potential acquirers from making an offer to our shareholders and of limiting any opportunity to realize
premiums over prevailing market prices for the common stock. Provisions of our shareholder rights agreement could
also have the effect of deterring changes of control.

Terrorists’ actions have and could continue to negatively impact the U.S. economy and the markets in which we
operate.

Terrorist attacks, like those that occurred on September 11, 2001, have contributed to economic instability in the
United States, and further acts of terrorism, violence or war could affect the markets in which we operate, our
business and our expectations. There can be no assurance that armed hostilities will not increase or that terrorist
attacks, or responses from the United States, will not lead to further acts of terrorism and civil disturbances in the
United States or elsewhere, which may further contribute to economic instability in the United States. These attacks
or armed conflicts may directly impact our physical facilities or those of our suppliers or customers and could
impact our domestic or international revenues, our supply chain, our production capability and our ability to deliver
our products and services to our customers. Political and economic instability in some regions of the world may also
result and could negatively impact our business.

Item 7a. Quantitative And Qualitative Disclosures About Market Risk
Interest Rate Risk

We are exposed to interest rate risk due to changes in interest rates, primarily in the United States. Our policy is to
manage interest rates through the use of a combination of fixed and floating rate debt and short-term fixed rate
investments. We currently do not use any derivative financial instruments to manage our exposure to interest rate
risk. The table below provides information about our future maturities of principal for outstanding debt instruments
(including capital leases) and fair value at August 31, 2004 (in millions):

Expected Maturity Dates Fair
2005 2006 2007 2008 2009 Thereafter Total Value

Long-term debt

Fixed rate $57 $27 $12 §1.0 $ 08  §2505 $261.9 $2478
Average interest rate 4.4% 5.3% 8.0% 8.0% 8.0% 10.75% — —
Variable rate $20 §$01 $0.1 $3.8 — — $ 60 § 60
Average interest rate 5.0% 4.7% 4.7% 4.7% — — — —
Short-term line of credit
Variable rate $ 6.0 — — — — . — $ 60 § 60
Average interest rate 51% — — — — — — —

At August 31, 2004, the interest rate on our primary Credit Facility was either 5.5% (if the prime rate index had
been chosen) or 4.17% (if the LIBOR rate index had been chosen) with an availability of $84.4 million (see Note 10
of the notes to our consolidated financial statements for further discussion of our Credit Facility).

The estimated fair value of long-term debt and capital leases as of August 31, 2004 and 2003 was approximately
$253.8 million and $466.3 million, respectively.: The fair value of the convertible debt and Senior Notes as of
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August 31, 2004 was based on recent sales of such debt as of August 31, 2004: The fair value of our other long-term
debt and capital leases were based on borrowing rates currently available to us for notes with similar terms and
average maturities.

Foreign Currency Risks

The majority of our transactions are in U.S. dollars; however, certain of our-subsidiaries conduct their operations in
various foreign currencies. Currently, when considered appropriate, we use hedging instruments to manage our risks
associated with cjur operating activities. when' an-operation enters into a transaction in a currency that is different
from its local currency. In these circumstances, we will frequently utilize forward exchange contracts to hedge the
anticipated purch}ases and/or revenues. We attempt to minimize our exposure to foreign currency fluctuations by
matching our revénues and expenses in the same currency for our contracts. As of August 31, 2004, we had minimal
forward' exchange contracts outstanding that ‘were hedges of certain commitments of foreign subsidiaries. The
exposure from the commitments is not material to our results of operations or financial position (see Notes 1 and 19
of the notes to our consolidated financial statements). '
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%R]E]P’ORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of D1rect0rs and Shareholders
The Shaw Group Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of The Shaw Groﬁp Inc. and $ubsidiaries as of
August 31, 2004 and 2003, and the related consolidated statements of operations, shareholders’ equity and cash
flows for each of the three years in the period ended August 31, 2004. These financial statements are the
responsibility of the Company’s management. Our respons1b111ty is to express an opinion on these financial

statements based on our audits. ’

We conducted|our audits in accordance with the standards of the Public Company Accounting Oversight. Board
(United States) Those standards require that we plan and perform the audit to obtain reasonable assurance about -
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as' evaluating the overall
financial stateniqent presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion; the financial statements referred to above present fairly, in all material respects, the consolidated
financial positibn of The Shaw Group Inc. and subsidiaries at August 31, 2004 and 2003, and the consolidated

results of their{operations and their cash flows for each of the three years in the period ended August 31, 2004 in
conformity with U. S. generally accepted accounting principles. ‘

As dlscussed m Note 6 to the consolidated financial statements, effective May 31, 2004, the Company adopted
Financial Accountmg Standards Board Interpretation No. 46(R), “Consolidation of Variable Interest Entities.”

{s/ Ernst & Young LLP

New Orleans, Ljouisiana
October 22, 2004
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THE SHAW GROUP INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
As of August 31, 2004 and 2003
(Dollars in thousands)
. ASSETS
2004 2003
Current assets:
Cash and cash equivalents 3 88,557 $§ 179,852
Restricted and escrowed cash 56,574 58,035
Marketable securities, held to maturity — 5,096
Accounts receivable, including retainage, net 451,393 427,823
Accounts receivable from unconsolidated entities . 7,450 7.942
Inventories ) 80,073 86,246
Cost and estimated earnings in excess of billings on uncompleted contracts, '
including claims ‘ S 384,011 233,895
Deferred income taxes 48,926 82,311
Prepaid expenses : : 10,755 19,306
Assets held for sale 1,784 2,001
Other current assets 8.260 11,856
Total current assets . - 1,137,783 1,114,363
Investment in and advances to unconsolidated entities, joint ventures and limited
partnerships ; 25,689 . 33,173
Property and equipment:
Transportation equipment 5,249 5,251
Furniture, fixtures and software : 86,386 107,895
Machinery and equipment » S . 122,262 106,255
Buildings and improvements 56,415 60,121
Assets acquired under capital leases ‘ 5,756 5,325
Land - o ’ . : 7,596 7,891
Construction in progress ' ‘ 8.045 10,442
- . ’ 291,709 . 303,180
Less: accumulated depreciation (122.221) (118.850)
. 169,488 184,330
Goodwill o : 522,783 511,376
Deferred income taxes , 20,597 —
Other assets e 153,596 142,373
: $ 2029936 § 1986115
(Continued)

The accompanying notes are an integral part of these consolidated statements.
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THE SHAW GROUP INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
As of August 31, 2004 and 2603
{Dollars in thousands)

- LIABILITIES AND SHAREHOLDERS’ EQUITY

2004

2003
Current liabilities: : : ‘ -
Accounts payable ' ' ' $§ 3 16 022§ 307,971
Accrued liabilities ' . 143,930 155,258
Advanced billings and billings in excess of cost and estimated eammgs on - : -
uncompleted contracts ' 357,472 259,338
Contract 11ab111ty adjustments . 17,347 32,551
" Deferred revenue - prebilled : ‘ : : e - 6,233 10,785
Current maturities of long-term debt : . 4,637 - 258,758
Short-term revolving lines of credit 5:983 1,274
Current poniorii of obligations under capital leases : 2,113 1,378
‘Total currentjliabilities 853,737 1,027,313
Long-term debt, less-current maturities ‘ 256,437 250,861
Obhgatlons under‘capital leases, less current portlon 14736 . 884
Deferred income taxes - ' S 25,985
Otheér liabilities! 19,641 - 17,980
Minority interest ) : 10,614 802
Commitments and contingencies R 2
Shareholders’ equity: :
Prefetred stock, no par value, 20, 000 000 shares authorized; no shares issued and
outstanding. | - ’ — —
Common stock, no par value, 200,000,000 shares authorized; 69,101,493 and o
43,121,871 shares issued, respectively; and 63,769,838 and 37,790,216 shares .
outstanding, gespectlvely 750,077 496,148
Retained earnings 255,836 286,811
Accumulated other. comprehenswe loss (15,157) (20,540)
Unearned stock-based compensation (6,072) (216)
Treasury stock, 5,331,655 shares i (99.913) (99.913)
Total sharehplders" equity . 884,771 662.290

$ 2029936 § 1.986,115"

The accompanying notes are an integral part of these consolidated statements.
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THE SHAW GROUP INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended August 31, 2004, 2003 and 2002
(Dollars in thousands, except per share amounts)

Revenues
Cost of revenues
Gross profit
General and administrative expenses
Operating income
Interest expense
Interest income
(Loss) gain on LYONs repurchase
Foreign currency transaction gains (losses), net
Other income (expense), net

Income (loss) before income taxes, minority interest, earnings (losses)
from unconsolidated entities and (loss) income from d1scontmued
operations .

Provision (benefit) for income taxes

Income (loss) before minority interest, earnings (losses) from
unconsolidated entities and (loss) income from discontinued
operations

Minority interest, net of taxes

Earnings (losses) from unconsolidated entities, net of taxes

Income (loss) from continuing operations

{Loss) income from discontinued operations of the hanger engineering
and pipe support businesses, net of taxes:

(Loss) income from operations
Impairment of discontinued operations
(Loss) income from discontinued operations, net of taxes
Net income (loss) . =
Net income (loss) per common share:
Basic:
Income (loss) from contmumg operations
(Loss) income from discontinued operations, net of taxes
Net income (loss)
Diluted:
"Income (loss) from continuing operations
(Loss) income from discontinued operations, net of taxes
Net income (loss) ‘

2004 2003 2002
-$°3,076,945 $ 3,292,804 $ 3,149,077
2857162 _ 3,023,048 _ 2.828.036
219,783 269,756 321,041
215792 _ 197725 157.781
3,991 72,031 163,260
(38,429) (32,043) (23,028)
1,718 5,406 11,518
(1,325) 2,723 —
(2,702) 135 - (1,158)
1.523 (12.905) (2.669)
(39.215) (36,684) (15.337)
(35,224) 35,347 147,923
(11,624) 11.580 53.099
"'(23,600) 23,767 94,824
(5,284) ~(169) (33)
2578 (2.979) 1.703
(26,306) 20,619 96,494
(1,674) 247 . 1,873
(2.995) — —
(4.669) 247 1.873
$ (30975)$ 20866 $ _ 98367
$ (0.45) $ 0.54 $ 2.36
(0.08) 0.01 0.05
$  (053)$ 055 § 241
.8 (045 053 S 2.22
(0.08) 0.01 0.04
$  (053) 8 054 $ 226

The accompanying notes are an integral part of these consolidated statements.
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‘ THE SHAW GROUP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
“(Deollars in thousands, except share amounts)

Unearned Accumulated

Common Treasury Common  Treasury Stock- Other ' Total
sStock Stock Stock Stock Based Comprehensive Retained ~ Shareholders’

o Shates Shares Amount Amount Compensation _ Income (Loss) _Earnings Equity
Balance, September 1,[2001 : 41,012,292 f— 437,015 — — (6,200) 167,578 598,393
Comprehensive income::. oL ‘
Net income — — — — - —_ 98,367 98,367

Other comprehensi\;'e income: : )

Foreign translation adjustments — - — — — e (2,633) —_ (2,633)

. Unrealized net loss on hedging
activities, net of tax benefit . ]
of §72 ‘ — —_ . — — — (115) — (115)
"+ Unrealized net logses on -, : . )
securities available for sale, ] :
net of tax benefit of $74 — — — — — (119) — T 119)
Additional pension liability not . Lo
yet recognized in net periodic
pension expensé, net of tax - . ‘
-benefit of $3,054 . — — — — — (7,126) — (7.126)

Comprehensive income : o 88,374 .
Shares issued to acquire IT Group 1,671,336 — ', 52463 — ) — o — — 52,463
PPM acquisition earn out shares 83,859 — 19T - — o— T — 1,971
Exercise of options 235,190 — 2,262 — — — -— 02,262
Tax benefit on exercise of options —_ — 675 B — — — 675
Purchases of treasury;stock - ' —  (2,160,400) — (52,043) -— ’ — — © (52,043)
Return of SS&S escrow shares — (650) —_ 33 — L = — .3y
Contributed capital | — = 195 _ . — — i — — . 195
Balance, August 31,2002 | 43,002,677 . (2,161,050) 494,581 (52,076) — (16,193) 265,945 692,257
Comprehensive income: . ' ‘ :
Net income (loss) - — — — — — 20,866 - 20,866
Other comprehensive income: . ’
Foreign.translation adjustments — . — — - — T 02,546 — 2,546

_Unrealized net losses on ¢
hedging activitiés, net of tax ) ) ) -
benefitof$2 — —. = - — (5) — ®
Unrealized net gdins on ) ‘ S ’ '
_securities available for sale, ) . )
"net of tax expense of $241 — = — — -— 385 - 385
Less: Reclassifica tion ’ o
adjustments for losses L . - .
included in net income - T — =~ = — (259) — (259)
Additional pension liability ’ : - N
not yet recognized in net
periodic pension expense,

net of tax benefit of $3,728 — = — — — (7,014) — (7.014)
Comprehensive income R L — — — fg— — — 16,519
Exercise of options | 119,194 - 500 . — — .= P 500
Tax benefit on exercise of options — - — 51 — — — — 51
Stock-based compensation ) — S— 1,016 — (216) —_— - : 800
Purchases and retirement of . :

treasury stock | — (3.170,605) — (47.837) — . — — (47.837)
Balance, August 31,2003 43,121,871 (5,331,655) § 496,148 § (99,913) $ (216) - $ (20,540) § 286,811 $ 662,290
o (Continued)
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THE SHAW GROUP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(Dollars in thousands, except share amounts)

Unearned Accumulated
Common Treasury Common  Treasury Stock- . Other Total
Stock Stock Stock Stoek Based Comprehensive  Retained Shareholders’
Shares Shares Amount Amount _Compensation __Income (Loss}) _Earnings Equity
Net loss ) — — — — — — (30,975) (30,975)
Other comprehensive income: .

Foreign translation adjustments — —_ — — — 2,938 — 2,938
Unrealized net losses on hedging )
activities, net of tax benefit
of §2 — — . — v— 222 — 222
Reduction in pension Liability, .
net not yet recognized in net
periodic pension expense, net of

tax of $936 . — — — — —-— 2,223 — 2223

Comprehensive loss — — — — - — — (25,592)
Shares issued in public equity

offerings 25,346,000 — 245,966 — .= —_— —_— 245,966
Exercise of options 38,750 — 191 — - — — 191
Tax benefit on exercise of options — — 49 — — — — 49
Stock-based compensation 594,872 — 7,723 — (7,723) — — —
Amortization of stock-based .

compensation — P — — 1.867 — — 1.867
Balance, August 31, 2004 £9.101.493 (5.331.655) §_ 750077 §.(99913) §_(6.072) 5 (15157) §._ 255836

The accompanying notes are an integral part of these consolidated statements.
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THE SHAW GRCUP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended August 31, 2004, 2003 and 2002
- (Dollars in thousands) v

: 2004 2003 2002

Cash flows from operating activities:
Net income (loss) $ (309758 20,866 $ 98,367
Ad}ustments to reconcile net income (loss) to net cash provided by : :
(used i) operating activities:

Depreciation and amortization - ‘ 60,767 44,597 28,379
Loss (income) from discontinued operations, net of taxes 4,669 (247) (1,873)
+ Provision (beneﬁt) for deferred income taxes (12,869) 8951 . - 48,093
Stock-based compensation expense, net of taxes 2,138 553 396
- Accretion of interest on discounted long-term debt 2,136 9,508 11,512
Amortization of deferred debt issue costs 4,509 $ 7,522 9,079 .
Provision for uhcollectible accounts receivable 9,868 16,093 . . 5875
Amortization of contract adjustments ; (13,409) (26,823) (31,066)
(Earnings) losses from unconsolidated entities (2,578) 2,979 (1,703)
Foreign currency transaction (gains) losses, net 2,702 (135) 1,158
Loss (gain) onrepurchase of LYONs 1,325 (2,723) —
Write-off of investments in securities available for sale and accounts
and claims receivable from Orion, and other accounts receivable — 12,395 3,062
Minority 1nterest net of taxes 5,284 169 33
Other (1,490) 193 3,544
Changes in assets and liabilities, net of effects of acquisitions: ,
Decrease in receivables (9,007) 9,697 30,478
(Increase) decrease in cost and estimated earnings in excess of
billings on unicompleted contracts, including claims (147,555) 17,647 (54,625)
(Increase) decrease in inventories 12,480 13,519 (8,462)
(Increase) decrease in other current assets 2,170 (25,558) 1,810
(Increase) decrease in prepaid expenses 8,515 (3,728) (3,182)
(Increase) decrease in other assets ‘ (16,457) (35) 5,509
Increase (decrease) in accounts payable (6,232) (88,164) 70,258
Increase (decrease) in accrued liabilities 6,685 (26,413) 21,304
Increase (decrease) in advanced billings and billings in excess of cost
and estimated earmngs on uncompleted contracts 96,019 (193,960) 81,133
Increase (decrease) in deferred revenue-prebilled ‘ (5,332) (718) 3,527
Increase (decrease) in other long-term liabilities ‘ 1,598 1,813 (7.540)
Net cash provided by (used in) operating activities (25,039)  (202,002) 315,066
Cash flows from mvestmg activities: _
Purchases of busmesses net of cash received (23,847) (22,512)  (102,664)
Purchase of property and equipment : (31,507) (26,221) (73.,946)
Purchase of real estate option — — (12,183)
Investment injand advances to unconsolidated entities and joint
ventures (8,426) (3,328) (3,096)
Distributions from unconsolidated entities 7,538 485 2,208
Deposits in escrowed cash for repurchase of LYONs (23,229) — —
Withdrawal from escrow cash for repurchase of LYONs 23,229 — —
Cash received from restricted and escrowed cash 168,196 38,465 —_
Cash deposited into restricted and escrowed cash ’ (166,734) — (96,500)
Proceeds from sale of property & equipment 2,588 3,135 717
Proceeds from sale of assets held for sale 5,662 ' — -
Proceeds from the sale of investment in an unconsolidated entity 9,000 — —
Purchases of marketable securities, held to maturity — (107,270  (128,585)
Maturities of marketable securities, held to maturity 5,096 157,126 119,263
Other — 974 —
Net cash provided by (used in) investing activities (32,434) 40,854 (294,786)
- (Continued)

The accompanying notes are an integral part of these consolidated statements




THE SHAW GROUP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASHF LOWS — (Continued)

Cash flows from financing activities:
Purchase of treasury stock
Repayment of debt and capital leases
Proceeds from issuance of debt
Deferred credit costs
Issuance of common stock
Net proceeds (repayments) from revolvmg credit agreements
Other )
Net cash used in financing activities
Cash from consolidation of variable interest entities previously
unconsolidated )
Effects of foreign exchange rate changes on cash
Net decrease in cash and cash equivalents
Cash and cash equivalents — beginning of year
Cash and cash equivalents — end of year
Supplemental disclosures:
Cash payments for: o
Interest (net of capitalized interest)
Income taxes
Noncash investing and financing act1v1t1es
Issuance of restricted stock

Transfer of acquired accounts receivables to seller — EDS acquisition

Recetvable for working capital adjustment — Badger Acquisition
Property and equipment acquired through issuance of debt

Investment in subsidiaries acquired through issuance of common stock

Repurchase of debt funded subsequent to balance sheet date

2 [lem [l |l (o2 |l

2004 2003 2002
—  (47.837)  (52,043)
(285,796)  (256,573)  (9,202)
7,990 254,786 490
@551 (12,241) (359)
* 246,157 500 2,262
1,018 110 (2,959)
— — ~(163)
(33,182) ~ (61255)  (61,974)
879 — —
(1.519) 491° 154
(91,295) ~ (221,912)  (41,540)
179.852 __ 401764 __ 443304

3 88,557 § 179852 $ 401764

§ 31325 3% 2577 §__ 2373
b 1,220 § 11,743 § - 2,226
7,723 $ — 3 —
4,000 $ — 3 —
1,800 $ 3 —

603 § 1706 b3 —

— — $ 54,434

— $ 20648 $_ —

The accompanying notes are an integral part of these consolidated statements.
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THE SHAW GROUP INC. AND SUBSIDIARIES
'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 —,Sumn:lary of Significant Accounting Policies
Principles of Consolidation

The consohdated financial statements include the accounts of The Shaw Group Inc. (a Louisiana corporation), our
consolidated subs1d1ar1es consolidated variable interest entities, and in some cases the proportionate share of our
investments injjoint ventures. All material intercompany accounts and transactions have been eliminated in these
consolidated financial statements. Effective May 31, 2004, we adopted FASB Interpretation No. 46(R),
“Consohdat10n of Varlable Interest Entities (VIEs),” for entities created prior to January 31, 2003 (see Note 6).

During ﬁscal 2004 we discontinued our hanger engineering and pipe support busingsses in -our Fabr1cat10nv
Manufacturmg]and Distribution segment. The consolidated statements of operations have been restated to present
comparable ﬂnanc:al information for the years ended August 31, 2004, 2003 and 2002, ~

Use of Evstimates‘

In order to prepare financial statements in conformity with accounting principles generally accepted in the United
States, our management is required to make estimates and assumptions as of the date of the financial statements
which affect the reported values of assets and liabilities and revenues and expenses and disclosures: Actual results
could diffet from those estimates. Areas requiring significant estimates by our management include the following: -

e contract revenues, costs and proﬁts and the application of percentage-of-completion accounting; ’

- vendors and others;
e recoverablllty of inventories and appllcatlon of lower of cost or market accountmg,
° prov1s1ons for 1ncome taxes and related Valuatlon allowances
° recoverability of goodwill;
° recoverability of other intangibles and long-lived assets and related estimatedlives;
s valuatidn of assets acquired and liabilities assumed in connection with bu‘siness combinations;
° \taluation of defined benefit pension ‘plans; and

° accruals for estimated liabilities, 1ncludmg litigation and insurance reserves.
Nature of Operatzons Operatzng Cycle and Types of Contracts

We are a global provider of services to the power, process, and environmental and infrastructure industries. We are a
vertically-integrated provider of comprehensive consulting, engineering, procurement, pipe fabrication, construction
and maintenance services to the power and process industries. We are also a leader in the environmental,
infrastructure and.homeland security markets, providing consulting, engineering, construction, remediation and
facilities management services to governmental and commercial customers.

We operate primarily in the United States, with foreign operations worldwide. Our services and products include
consulting, project design, engineering and procurement, piping system fabrication, industrial construction and
maintenance, facilities management and environmental remediation. Our operations are conducted primarily through
wholly- owned subsidiaries and joint ventures. :
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Our work is performed under fixed-price contracts, cost-reimbursable contracts, and fixed-price and cost-
reimbursable contracts modified by incentive and penalty provisions. Each of our contracts may contain components
of more than one of the above contract types. During the term of a project, the contract or components of the
contract may be renegotiated to a different contract type. The duration of our significant contracts varies but is
generally two to four.years. Assets and liabilities have been classified as current under the operating cycle concept
whereby all contract-related items are regarded as current regardless of whether cash will be received or paid within
a twelve month period except for certain equipment acquired in settlement of a project related claim (see Note 5).

Our fixed-price contracts include the followmg

» Firm fixed-price contract - A contract in Wthh the price is not subject to adjustment by reason of our cost
experience or our performance under the contract. However, the price may be adjusted for changes in scope
of work, new or changing laws, regulations or other items.

+  Maximum price contract - A contract which provides at the outset for an initial target cost, an initial target
profit, and a price ceiling. The price is subject to adjustment by reason of our cost experiences but generally,
the adjustment would not exceed the price ceiling established in the contract. In addition, these contracts
usually include provisions whereby we share costs savings with our clients.

» Unit-price contract - A contract under which we are paid a specified amount for every unit of work
performed.

Our cost-reimbursable contracts include the following:

+ Cost-plus contract - A contract under which we are reimbursed for allowable or otherwise defined costs
incurred plus a fee or mark-up. In addition, our costs are generally subject to review by our customers and
such reviews could result in costs being disputed as not reimbursable under the terms of the contract.

+ . Target-price contract - A contract under which we are reimbursed for costs plus a fee consisting of two parts:
(i) a fixed amount which does not vary with performance and (ii) an award amount based on the cost-
effectiveness of the project. Target-price contracts also generally provide for sharing of costs in excess of or
below the target. In some contracts, we may agree to share cost overruns in excess of our fee which could
result in a loss on the project. : :

On any of the above contract types we could also be assessed actual or liquidated damages for late delivery or
failure to meet performance criteria.

Cash and Cash Equivalents and Marketable Securities Held to Maturity

Highly liquid investments are classified as cash equivalents if they mature within three months of the purchase date.
Marketable securities held to maturity are comprised of highly liquid investments that mature between three to four
months of the purchase date. The fair value of marketable securmes held to maturlty approxrmated the carrying
value at August 31, 2003. :

Accounts Recezvable and Credit Risk

We grant short-term credit to our customers.--Our - principal customers are major multi-national industrial
corporations, governmental agencies, regulated utility companies, independent and merchant power producers and
equipment manufacturers. Accounts receivable are based on contracted prices, and we believe that in most cases our
exposure to credit risk is mitigated through custoiner prepayments, collaterization and guarantees; however, during
fiscal 2003 and 2002, changes in the power generation market created liquidity problems for certain unregulated,
independent power producers (“IPPs™). As a result our exposure to credit risk has increased with respect to those
customers (see Note'20). : R
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Allowance for Doubtful Accounts

We estimate the amount of doubtful .accourits based-on our understanding of the ﬁnancral condltron of spec1ﬁc
customers and for contract adjustments to reflect the net amount expected to be collected. We establish an allowance
for uncollectlble accounts based on the assessment of the customers’ ability to pay. Reserves resulting from disputes
or-other negotiations which are established to reflect certain project related accounts receivable or claims at their net
realizable values are included in billings in excess of costs and estimated earnings on uncompleted .contracts.
Accounts receivable ‘are presented net of the allowance for doubtful accounts on the accompanying -consolidated
balance sheets.

Analysis of the change in the allowance for doubtful accounts follows (in thousands):

§

2004 2003

Begmmng balance, September 1 ‘ % 32661 $ 51,602
Provision S . 9,868 16,093
Write-offs ' S ‘ T(13,119)  (9,681)
- Fair value adjustments and reclassrﬁcanons related to S

acquisitions : : S 2,276 (24,934)
. Other (675) (419)
' Ending balance, August 31 ‘ $ 31,011 $ 32661 -

Inventories

Inventories are stated at the lower of cost or market Cost is determmed usmg the ﬁrst -in, ﬁrst out (“FIFO”) or
werghted-average cost methods. < ‘ : . ‘

Property and EQuzpment

Property and equipment are recorded at cost.'Additions and improvements (including interest costs for construction
of certain long-lived assets) are capitalized. Maintenance ‘and repair expenses are-charged to income as incurred. The
cost of property and equipment sold or otherwise disposed of and the accumulated depreciation thereon, are
eliminated from the property and related accumulated depreciation accounts, and any galn or loss is credrted or
charged to other income (expense). .

For. financial reportrng purposes, -depreciation -is generally provided over the followmg estimated useful service
lives: :

Transportation equipment 5

Furniture, fixtures and software 3-8

- Machinery and equipment - : 3-18- Years
[ Buildings and improvements 8-4

The straight-line depreciation method is used for all assets, except certain software which is depreciated on a
double-declining balance method. Assets acquired under capital leases are amortized over the shorter of the
respective lease term or the estimated useful lives of the assets.

During the years ended August 31, 2004 and 2003, interest costs of approxrmately $O 1 million and $0.2 million,
respectrvely, were cap1tahzed L e , ST

Long 11ved assets, such as property and equlpment and purchased mtanglbles subject to- amortlzatlon are revrewed
for impairment whenever events or changes in circumstances-indicate that the carrying amount of an asset may not
be recoverable. If the carrying amount ofan asset exceeds its .estimated future cash flows, an impairment charge is
recognized by the amount by which the carrying amount of the asset exceeds the fair value of the asset.
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Joint Ventures

As is common in the engineering, procurement and construction industries, we execute certain contracts jointly with
third parties through joint ventures, limited partnerships-and limited liability companies (or “joint ventures™). If a
joint venture is determined to be a variable interest entity (VIE) and we are subject to a majority of the risk of loss
from the VIE’s activities or entitled to receive the majority of the VIE’s residual returns or both, the joint venture is
consolidated in accordance with the Financial Accounting Standards Board’s (“FASB”) Financial Accounting Series
Interpretation No. (FIN})-46, “Consolidation of Variable Interest Entities” (see Note 6). If consolidation of the joint
venture is not required, we generally account for these joint ventures using the equity method of accounting with our
share of the earnings (losses) from these investments reflected in one line item on the consolidated statement of
operations except for certain joint ventures with construction dctivities for which our percentage share of revenues
and costs from the joint ventures are reflected in -our. consolidated statements of operations (proportionate
consolidation). The investments in these joint ventures are included in the accompanying consolidated balance
sheets as of August 31, 2004 and 2003 at $22.6 million and $23.9 mllhon respectwely

Income T axes. .

We pr0v1de for deferred taxes in accordance with SFAS No 109, “Accountmg for Income Taxes,” which requires
an asset and liability approach for measuring deferred tax assets and liabilities due to temporary differences existing
at year-end-using currently enacted tax rates. We assess the recoverability of the deferred tax assets and determine if
a valuation allowance is necessary under a “more: likely than not” approach. We analyze our ability to utilize
carryforwards and other deferred tax assets by consrdenng future expected taxable income and available tax
planmng strateg1es o !

Goodwzll Other Intangzbles and Contract Aa’justments and Loss Reserves

Goodwill represents the excess of the. purchase price of acquisitions over the fair value of the net assets acquired.
We evaluate historical and expected -discounted operating cash flows of our business segments to determine the
future recoverability of goodwill on an annual basis. Recorded goodwill is re-evaluated on the same basis at the end
of each-quarterly accounting period whenever significant permanent changes in business segments or triggering
events occur wh1ch might i 1mpa1r recoverab1l1ty

Included in: other assets are mtangrble assets related to-various licenses, patents, technology and related processes
(see Note 4). The costs of these assets are amortized on a straight-line basis over their estimated lives which range
from three to fifteen years. Also included in other assets are intangible assets related to customer relationships
acquired with the IT Group acquisition which are amortized over a ten-year period on a straight-line basis. We
periodically assess the recoverability of the unamortized balance of our intangible assets based on expected future
proﬁtability and undiscounted expected cash flows and their contribution to our -overall operations. Should the
review indicate that the carrying value is not fully recoverable, the excess of the carrylng value over the fair value of
the other mtangrble assets would be recogmzed as.an 1mparrment loss.

We have also recorded contract fair value adjustments and contract loss reserves related to the IT Group and Stone
& Webster acquisitions. Contract asset adjustments related to the IT Group acquisition are recorded in other current
assets, as an 1ntang1ble asset. Contract habllny adjustments and contract loss Teserves are recorded in other current
liabilities. ‘ SR ol S

Contract liability (asset) adjustments related to the IT Group acquisition are amortized proportionately based on the
projected revenues for the period as a percentage of the total projected revenues' for the acquired contracts. The
projected and total revenue for each period were established at the time of the acquisition . when the contract liability
(asset) adjustments were finalized and are not adjusted for changes, if any, in the revenues, costs or timing of the
related projects.-Contract liability adjustments related to' the Stone & Webster acquisition are amortized as a
reduction of cost of revenues to achieve the estimated market profit margin determined at the acquisition date for
certain acquired contracts. The cost of revenues on each contract is reduced to achieve the estimated market profit
margin until the reserves aré ‘depleted .or the project is completed. In the period each contract is completed, the
remaining unamortized reserves are reduced to zero (see Notes 4 and 8). The profit margin recorded in such perrods
may differ materially from the market profit margin estimated at the acquisition.

89




Revenues
For project management, engineering, procurement, remediation, -and construction services under fixed-price or
target-price contracts, we recognize revenues and gross profit under the percentage-of-completion method measured
primarily by the percentage of contract costs incurred-to' date to total estimated contract costs for each contract,
excluding certain costs which, in management’s judgment; are not reasonably indicative.of progress toward
completion. As these ‘pass-through” costs are incurred, revenues are recorded equal to-the costs incurred and no
gross profit is recogmzed These costs ordinarily represent costs incurred upon delivery of major equipment to EPC
projects. or cost rncurred related to providing financial support on major prejects. Revenues from cost-reimbursable
contracts are recognized on the basis of costs incurred.during the period plus the fee earned. Profit incentives are
included in estimated revenues using the percentage-of-completron method when their realization is reasonably
assured. Cancellatlon fees are recognrzed when recerved :

The cumulatrveleffect of changes to estimated gross proﬁt and loss, 1nclud1ng those arising from contract penalty
provisions, final contract settiements and reviews of our costs performed by customers, are recognized in the
computation of |gross profit under the percentage of-completron method in the perrod in which the revisions are
1dent1ﬁed ( . LT ' :

Durmg the course of our work on a contract, drsputes w1th other partres mvolved in the contract can and oﬁen do
occur. These disputes are generally the result of one party. incurring costs or damages caused by another party during
execution of the project. We may be;damaged anid weimay damage other parties: The other parties include our
customer on the contract, subcontractors and vendors we have contracted with to execute portions of the project and
others. We may claim damages against others and others may claim damages agamst us. Collectrvely, we refer to
disputes related to collection of these damages as clarms :

Claims and change orders being negotiated with customers are-included in total estimated revenue to the extent costs
attributable to such claims and change orders have been incurred, and collection is probable and the amount can be
reasonably estimated. Profit from clarms and change orders 1s recorded in the period such amounts are settled or
approved. - o : :
On certain projects, contract adjustments result from differences between provisional invoice amounts and final
invoice amounts after being subject.to review by the: customer. These contract adjustment allowances are based on
" management’s estrmates of the net amounts to be realized from changes drsputed or costs under review by customers
(see Note 20) s t Co

Revenue is. recogmzed from consultrng services as the work is performed Consultrng services work is pnmarrly
performed on alrelmbursable basis. , : u

Do . t
Revenues related to royalty use of our performance enhancernents denved from our process-technologies are
recorded in the 1perrod earned based on the performance criteria defined in the related contracts. For running royalty
agreements, we recognize revenues based on-customer production volumes.at the contract specified unit rates. Sales
of paid-up licerise agreements are coupled with the-sale of engineering services for the integration of the technology
into the customers processes; For paid-up license agreements, revenue -is recognized using -the percentage-of-
completion method measured primarily by the percentage of costs incurred to date on engineering services to total
estimated engineering costs. Under such agreements, revenue available for recognition on a percent complete basis
is: limited. to the agreement value-less a liability ,provision for contractually specified process performance
guarantees. The liability provrsron is. recorded 1in gross proﬁt when, - and 1f the ‘related performance testing is
uccessfully completed v . P . S o
We recogmze revenues for pipe fittings, manufactunng operatrons and other services at the time. of* shipment or
upon completron of the services. PR A SEEA C
For unrt-prrced pipe. fabrication contracts, we recogmze revenues upons completron of 1nd1v1dual spools of
production. A spool consists -of piping materials and associated shop labor to form a prefabricated unit according to
contract specifications. Spools are generally shipped to job site locations when complete. During the fabrication
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process, all direct and indirect costs related to the fabrication process are capitalized as work in progress. For fixed-
price fabrication contracts, we recognize revenues based on the percentage-of-completion method, measured
primarily by the cost of matenals for whrch productron is complete to the total estimated material costs of the
contract. : :

Cost Estimates

Contract costs include all direct material and labor costs and those indirect costs related to contract performance,
such as indirect labor, supplies, tools, repairs, warranty, direct financing related costs and depreciation costs.

Our contract cost estimates are dependent upon the judgments we make with respect to our expected contract
performance and, on certain contracts, our ability to recover costs from subcontractors and vendors through change
orders and claims for backcharges. We reduce contract cost estimates for backcharges and claims when estimated
recovery of the subject amounts is reasonably assured. Costs incurred which result in clarms for backcharges are
treated as costs of revenue when they are mcurred (see Note 20).

Provisions for estimated losses on uncompleted contracts are recorded as a reduction of gross profit in the perlod in
which such losses are identified.

Selling, general and administrative expenses are charged to expense as incurred.
Financial Instruments, Forward Contracts - Non-Trading Activities

The majority of our transactions are in U.S. dollars; however, certain of our foreign subsidiaries conduct operations
in the local currency. Accordingly, ‘there are circumstances whén we’believe it is- appropriate to use financial
hedging instruments (generally foreign currency forward contracts) to manage foreign currency risks when our
forei; gn subsidiaries enter into a transaction denominated in a currency other than their local currency.

We utilize forward foreign exchange contracts to reduce our risk from foreign currency price fluctuations related to
firm or anticipated sales transactions, commitments to purchase or sell equipment, materials and /or services.- The
fair value of our hedges was not material at August 31, 2004 and 2003. At August 31, 2002, we recorded an asset
and other income on fair value hedges of $0:7 million ($0.4 million net of taxes) that generally offset transaction
losses in the related hedged accounts receivables. We normally do not use any other type of derivative instrument or
participate in any other hedging activities.

Other Comprehensive Income

Our foreign subsidiaries maintain their accounting records in their local currency (primarily British, pounds,
Australian and Canadian dollars, Venezuelan Bolivars, the Euro, and prior to January 1, 2002, Dutch guilders). All
of the assets and liabilities of these subsidiaries (including long-term assets, such as goodwrll) are converted to U.S,
doliars with the effect of the foreign currency translation reflected in accumulated other comprehensive income
(loss), a component of shareholders’ equity, in accordance with SFAS No. 52, “Foreign Currency Translation,” and
SFAS No. 130, “Reporting Comprehensive Income.” Foreign currency transaction gains or losses are credited or
charged to income (see Note 19). .

Other comprehensive income also includes the net after-tax effect of unrealized gains and losses on derivative
financial instruments and available-for-sale securities and the minimum liability related to pension plans we sponsor.

Self Insurance

We are self-insured for workers’ compensation claims for individual claims or claim events up to $500,000 and
maintain insurance coverage for the excess. Additionally, we self-insure our employee health coverage up to certain
annual individual and plan:limits and maintain insurance coverage for the excess. Our accruals for our self-insured
costs are determined through a combination of prior experience and specific analysis of larger claims. At August 31,
2004 and 2003, our accruals for our self-insured costs totaled $11.9 million and $9.9 million, respectively.
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Deb.t'IssuanceCosts : : e o

We defer debt issuance costs wh1ch are amort1zed over the term of the related debt. Unamortlzed debt issuance costs
ate included ini non-current other assets- on the consolidated balance sheets and related amortization expense is
included in interest expense in the accompanying consolidated statements of operations.

- Reclassifications
Certam reclassnﬁcatlons have been made to the prior years ﬁnanmal statements in order to conform to the current
year’s presentatlon

3

Stock Based Compensation

SFAS No 123 “Accountmg for Stock-Based Compensatlon as amended by SFAS No. 148, “Accounting. for
Stock-Based Compensation - Transition and Disclosure,” allows companies to account for stock-based
compensation by either recognizing an expense for the fair value of stock-based compensation upon issuance of a
grant as presented in SFAS No. 123 and related interpretations or by the intrinsic value method prescribed. in
Accounting Principles Board Opinion APB No. 25 and related interpretations. Our stock-based compensation.
consists of the issuance of stock options and restricted stock.

We account fOr our stock-based compensation under APB No. 25, which provides that no stock compensation
expense is recognized if stock options and grants are issued at the market value of the underlying stock at the date of
grant.

In addition, APB No. 25 provides that compensation expense- related to restricted stock grants be measured at. the
market price of the stock on the date the restricted stock is granted, with no discount provided for the restrictions.
The compensatron expense is. recogmzed over the periods benefited from the employees’ services which we belleve
is the period over which the restrictions lapse.

However' if we had adopted the fair value method of accounting for-stock-based compensation and had determined

our stock-based compensation cost based on the fair value at the grant date consistent with the provisions of SFAS

No. 123, our net income (loss) and net income (loss) per. common share would have approx1mated the pro forma
" amounts below (in thousands, except per share amounts): ce .

For the Year Ended August 31=

2004 2003 2002
- Net income (loss):
Asreported $ (30,975) $ 20,866 $ 98,367
Add: Stock-based employee compensatlon reported in net income (loss), net | ‘
~of income taxes 1,539 359 o254
Deduct: Stock-based employee compensation under the fair value method for o ’
all awards, net of income taxes : (8399 _ (7.097) __(5,326)
Pio forma L e e ‘ $ (37,835) $§ 14,128 '$ 93,295
Basrc net income (loss) per share . . . . .
As reported $ .(053) % 055 8 241
Add: Stock-based employee compensation reported in net income (loss), net ‘ -
of income taxes 0.03 001 00
Deduét: Stock-based employee compensatlon under the fair value method for - o ' T
all awards, net of income taxes (015 __(0.19) (0.14)
Pro forma | § (065 %8 037 § 228
Diluted net ineome (loss) per share:
As reported . - : ‘ $.-0053) $ 054-35 226
Add: Stock-based employee. compensatlon reported in net mcome (loss), net . - :
of income taxes - 0.03 0.01 0.01
Deduct: Stock-based employee compensation under the fair value method for | o .
all awards, net of income taxes _ : o (015, (0.18) (0.11)
Pro forma i o o $§ (065 8 037 $§ 216
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The weighted average fair value at date of grant for options granted during the years ended August 31, 2004, 2003
and 2002, was $6.45, $8.30, and $15.61 per share, respectively. The fair value of options granted is estimated on the
date of grant using the Black-Scholes option-pricing model with the following weighted average assumptions for the
years ended August 31, 2004, 2003, and 2002, respectively: (a) dividend yield of 0.00%, 0.00% and 0.00%; (b)
expected volatility of 66%, 67%, -and 65%, (c) risk=free interest rate of 3. 4%, 2. 9% and 4. 1%, and (d) expected life
of five'years, five years and five years :

It is our general practice to issue stock options at the market value of the underlymg stock, and therefore, no
compensation expense is recorded for these stock options (see Note 17)

The Black-Scholes option pricing model was developed for use in estimating the fair value of traded options. The
Black-Scholes model requires the use of highly subjective assumptions including the expected ‘volatility of the
underlying stock price. Changes in these subjective assumptions can materially affect the fair value estimates of our
stock options. In addition, the Black-Scholes model does not consider specific vesting restrictions of the stock
options and assumes that the stock options are fully transferable. The characteristics of traded options under the
Black-Scholes model differ from the characteristics of stock options issued under our stock option plans. In addition,
SFAS No 123 prov1des no dlscount for the restriction placed on restricted stock grants and stock options.

We believe that existing optxon pricing models do not provide a reliable single measure of the fair value of our stock
options and ‘that the above pro forma disclosures under SFAS No. 123 do not necessarily reflect the effects on
reported earnings for future years as options vest over several years and new awards are typically made.

Additionally, on March 31, 2004, the FASB published an Exposure Draft, “Share-Based Payment, an Amendment
of FASB Statement No. 123 and APB No. 25.” The Exposure Draft would replace the existing requirements under
FAS No. 123 and APB No. 25. Under the proposal, all forms of share-based payments to employees, including
employee stock options and employee stock purchase plans, would be treated the same as other forms of
compensation by recognizing the related cost in the statement of income. This proposed Statement would eliminate
the ability to-account for stock-based compensation transactions using the intrinsic value method of APB No. 25 and
generally would require that such transactions be accounted for using a fair-value based method, with a binomial or
lattice model preferred to the Black-Scholes valuation model. The comment period for the exposure draft ended June
30, 2004. We are currently analyzing what impact, if any, the adoption of the exposure draft, if issued as a final
standard, will have on our financial posmon and results of operatlons in fiscal 2005. -

Note 2 — Public Capital Stock Transactions

In September 2001, our Board of Directors authorized the repurchase of shares of our common stock, depending on
market conditions, up to a limit of $100 million. As of October 11, 2002, we completed our purchases under this
program, having purchased 5,331,005 shares at a cost of approximately $99.9 million. We purchased 3,170,605
shares at a cost of approximately $47.8 million in fiscal 2003 and 2,160,400 shares at a-cost of approxnnately $52.0
million in fiscal 2002.

On October 29, 2003, we issued 23 million shares-of common stock at $10 per share with related transaction costs of
approximately $12.5 million, generating net proceeds of $217.5 million. Approximately $194.7 million of the net
proceeds were used to repurchase a portion of our outstanding Liquid Yield Option™ Notes or LYONSs (see Note 9).
The remaining net proceeds of $22.8 million plus interest earned were held in escrow and used to repurchase
additional LYONSs in May 2004, .

On April 20, 2004, we issued 2,346,000 shares of common stock at $12.35 per share with related transaction costs of
approximately $0.4 million, generating net proceeds of approximately $28.6 million. The net proceeds of this equity
offering along with the remaining net proceeds from our October 2003 offering and available cash on hand were
used to repurchase approx1mate1y $57.2 million of our outstanding LYONSs pursuant to a tender offer on May 4,

2004 (see Note 9.
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Note 3 ~ Restncted and Escrowed Cash

In connectlon with a performance bond on a forelgn project, we agreed to deposit in escrow. with the issuer of the
bond primarily advance payments received from our customer. During the year ended August 31, 2002, we
deposued approximately $96.5 million into escrow pursuant to this agreement. This deposit was recorded as
escrowed cash. As a result of the performance bond, our customer agreed not to withhold retentions on our billings.
The initial deposit was retained in escrow until the fourth quarter of 2003, at which time escrow funds began to be:
released incrementally to us as we completed certain contract milestones. As of August 31, 2004, $1.2 million
remained in escrow pursuant to this agreement as the majority of the escrowed cash was replaced with an additional
letter of credit of $38 million at August 31, 2004,

In connection with the EPC project to build a combined-cycle power plant in Astoria, New.York, we established a
cash account with which we have joint authority with another party to the contract. All payments received from the
project owner are deposited directly into a separate account (the Project Account) to be used for certain permitted
w1thdrawa1s Permitted withdrawals, as defined by the contract, include the payment of third-party vendor costs, the
guaranty fee, labor costs and out-of-pocket expenses incurred by us on a monthly basis, as well as a percentage of
the expected total gross margin on the EPC project to be determined on a monthly basis subject to limitations under
the contract. The Project Account is subject to a first lien security agreement between a third-party, -who has
guaranteed our performance on the project (the Guarantor), and us where the Guarantor has upon certain triggering
events, sole control over the Project Account. Any withdrawals from this Project Account require the approval of
both the Guarantor and us. As of August 31, 2004, restricted cash related to this EPC contract was $55.4 million.

The project is scheduled to be completed in calendar 2006.

Restricted cashlis invested in short-term, low-risk investments and investment income is remitted to us on a periodic
basis. ‘ .

Note 4 — Acquisitions

SFAS No. 141, “‘Business Combinations,” requires that all acquisitions be recorded utilizing the purchase method of
accounting. wh1ch requires the.cost of an acquired operation to be allocated to the assets acquired and liabilities
assumed based{on their estimated fair values. These estimates are revised during an allocation period as necessary
when, and if, mfonnatmn becomes available to further define and quantify the value of the assets acquired and
liabilities assumed. The allocation period generally does not exceed beyond one. year from the date of the
acquisition. To the extent additional information to refine the original allocation becomes available during the
allocation penod the allocation of the purchase price is adjusted. Likewise, to the extent such information becomes
available after the allocation period, such items are generally included in our operating results in the period that the
settlement ocqurs or information is available to adjust the original allocation to a better estimate. These future
adjustments, if any, may materially favorably or unfavorably impact our. future consolidated financial position or
results of operations. : :

In connection iwith potential acquisitions, we incur and capitalize certain transaction costs, which include legal,
accounting, consulting and other direct costs. When an acquisition is completed, these costs are capitalized as part of
the acqulsmon price. We routinely evaluate capitalized transaction costs and expense those costs related to
acquisitions th‘at are not likely to occur. Indirect -acquisition eosts, such as salaries, corporate overhead and other
corporate services are expensed as incurred. .

The operating results of the acquisitions accounted for as a purchase are included in our consolidated financial
statements froﬁl the applicable date of the transaction.

T Group Acquzsmon

During ﬁscal year 2002 we acquired substantlally all of the operating assets and assumed certain liabilities of The
IT Group, Inc: and its subsidiaries. The IT Group and one of its wholly-owned subsidiaries, Beneco, were subject to
separate Chapter 11 bankruptcy reorganization proceedings and the acquisitions were completed pursuant to the
bankruptcy proceedings. The acquisition of the IT Group assets was completed on May 3, 2002, and the acquisition
of Beneco’s assets was completed on June 15, 2002.
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The IT Group was a leading provider of diversified environmental consulting, engineering, construction,
remediation and facilities management services. The primary reasons for the acquisition were to diversify and
expand our revenue base and to'pursue additional opportunities in the environmental, infrastructure, and homeland
security markets. We formed a new wholly-owned subsidiary, Shaw Environmental & Infrastructure, Inc., or Shaw
E&I, into which we combined the acqulred IT Group operatlons and our ‘existing env1ronmenta1 and 1nfrastructure _
operations. '

R

The final purchase price included the following components (in thousands):

Cash, net of $13,694 of cash received at closing : $ 39,756

1,671,336 shares of our common stock ' o 52,463
Assumption of the outstanding balances of debtor-in-possession ﬁnancmg we

provided IT Group & Beneco . « 51,789
Transaction costs - , L

~ 9,519

$ 153,527

We believe, pursuant to the terms of the acquisition agreements, that we have assumed only certain liabilities
(“assumed liabilities”) of the IT Group and Beneco as specified in the acquisition agreements. Further, the
acquisition agreements also provide that .certain other liabilities of the IT Group, including but not limited to,
outstanding borrowings, leases, contracts in progress, completed contracts, claims or litigation that relate to acts or
events occurring prior to the acquisition date, and certain employee benefit obligations or excluded liabilities, are
specifically excluded from our transactions. We, however, cannot provide assurance that we do not have any
exposure to the excluded liabilities because, among other matters, the bankruptcy courts have not finalized their
validation of the claims filed with the courts. Additionally, we have not completed our review of liabilities that have -
been submitted to us for payment as we believe that, pursuant to the terms of the acquisition agreement, we assumed
only certain specified liabilities associated.with certain contracts in progress, completed contracts, claims or
litigation occurring prior to the acquisition date. Accordingly, our estimate of the value of the assumed liabilities
may change as a result of the validation of the claims by the bankruptcy courts or other factors which may be
identified during our review or processing of liabilities; however, we believe based on our review of claims filed that
any such adjustment to the assumed liabilities will not be material.

The purchase prAi-ce'wasvsubject to various adjustments, and the final allocation was completed on May 3, 2003. The
final purchase price allocation is as follows (in thousands):

Accounts receivable and costs and earnings in excess of billings on Co ‘,
§ 248,281

- uncompleted: contracts
Contract asset adjustments , 4 9,413
Property, plant and equipment S o : 21,633
Deferred income taxes ' ‘ A e 65,293
Other assets -~ e R : 57,195
- Goodwill - L o . ero 113,213
Customer relationship 1ntang1ble . 2,016
Accounts payable and accrued expenses (198,303)
Billings in excess of cost and estimated earmngs on uncompleted contracts o (83,658)
Contract liability adjustments e, . oL (52,842)
Accrued contract loss reserves - S ‘ . o (21,250)
Debt and bank loans ‘ ' R (7.464)
Purchase price (net of cash received of $13 694) ' $ 153,527

The tax deductible portion of the goodwill recorded in the IT Group acquisition is approximately $36.0 million.

The final purchase price allocation for the IT Group acquisition differs from our preliminary purchase price
allocation as we were able to obtain information on_acquired contracts subsequent to the acquisition date and
preliminary purchase price allocatlon that enabled us, “to. perform a detailed contract review of those contracts and
each contract position as of the acqulsmon date. Slgnlﬁcant adjustments to our prehmmary purchase price allocation
include a $23.1 million increase in accounts recelvable and costs and earnings in excess of billings on uncompleted
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contracts, a $4i4 million decrease in contract asset adjustments, a $5.3 million decrease in contract liability
adjustments and a $13.8 million ihcrease in accrued contract losses. .

Prior to. the acquisitions of the IT Group and Beneco, we entered inte agreements with two surety companies. In
exchange for our, agreeing to complete certain of the IT-Group’s and Beneco’s bonded contracts (i) the sureties paid
us $13.5 million in cash and (ii) the sureties assigned to us their rights to Debtor-in-Possession financing of
" approximately $20.0 million that the sureties had provided to Beneco. The total value received from the sureties,
including a net working capital position on these contracts of approximatety $19.1 million, was recorded as deferred
revenue as of August 31, 2002 (included in billings in excess of cost and estimated earnings. on uncompleted
contracts on the accompanying consolidated balance sheet) We recognized revenue of $15.0 million, $22.8 million
and $5.9 million for the years ended August 31, 2004, 2003 and 2002, respectrvely, with the remammg $8.9 million
recorded as deferred revenue as of August 31, 2004 ,
We vaurred a large number of contracts in progress and contract backlog for whrch the work had not commenced at
the acquisition ¢ date. Under SFAS No. 141, construction contracts are defined as intangibles that meet the criteria for
recognition apart from goodwill. These intangibles, like the acquired assets and liabilities, are required to be
recorded at therr fair value at the date of acquisition. We recorded these contracts at fair value using a market-based
discounted  cash flow approach. Related assets of $9.4 million and liabilities' of $52.8 million, as adjusted by
allocation penod adjustments as of- May 3,'2003, have been established and are being amortized to contract costs
over the estimated lives of the underlying contracts’ and related production backlog. The net amoitization recognized
in the years ended August 31, 2004, 2003 and 2002 was approximately $8.2 miilion, $19.3 million and $2.8 million,
respectrvely, and has been reflécted as a reduction in the cost of revenues, which resulted in a corresponding
increase in’ gross proﬁt The act1v1ty related to these contract assets and 11ab111t1es is 1ncluded in the table of Note 8.
) The followmg 1summanzed pio forma income statement ‘data reflects the impact the acquisition of the IT Group
would have had on our operating results‘for the year ended August 31, 2002, as if the acqu1s1txon had taken place at
the begmmng of the apphcable ﬁscal year (in thousands, except per share amounts)
: O R (Unaudited) -
EESTI : For the Year Ended
August 31, 2002

Revenues » ‘ . - § 3765242
Net/loss ‘ ’ o - $ (313,495
Basic net loss from continuing operations per common share, - s (7.47)
D11uted net loss from continuing operatlons per common share S8 (14D

The unaudited | pro forma results for the year ended August 31, 2002 have been prepared for comparative purposes
only and do not purport to be indicative of the amounts that actually would have resulted-had the acquisition
occurred on-September 1, 2001 or that may be realized in the future. Further, pro forma diluted net loss per share for
the year ended; August 31 2002 excludes approximately 6,556,000 shares related to the LYONs and. stock options
" because they were ant1d1lut1ve Lo .

The pro forma results for the year:ended August.31, 2002 1nclude charges of $217 4 mrlhon recorded by the IT
Group. The charges generally related to the reduction of accounts receivable to estimated net realizable value
($167.0 million), various employee accruals and write-off of assets ($22.5 million), legal and consultmg expenses
-related to the.IT Group’s bankruptcy ($12.5 million) and write-off of notes receivable from employees (85.0
million).

Energy Deliyérj/ Services, Inc.

Effective December 31, 2003, we acqulred all of the common stock of Energy Delrvery Services, Inc.'(EDS) from
Duke Energy Global Markets, Inc: for a'total purchase pnce including direct acquisition costs, of approximately
$22.4 million of which $18.4 million was paid in cash and $4.0 million was pard through a transfer of the ownership
of a portion' of EDS’s receivables to the seller. In connection® with this acquisition, we- also acquired equipment
under capital leases'of approximately $5.4 million which is reﬂected as a purchase price adjustment durmg the third
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quarter of fiscal 2004. EDS, renamed Shaw EDS, provides a full line of vertical services to utility companies
seeking to upgrade, install and maintain their power grids and is included in our Engineering, Construction &
Maintenance (ECM) segment. Our preliminary purchase price allocation includes approximately $12.6 million of
goodwill, $11.9 million in accounts receivables, $9.6 million of equipment, $0.5 million in other assets, $0.5 million
in cash, $5.4 million in capital lease obligations and $7.3 million of other liabilities.

Coastal Engineering and Environmental Consultants, Inc.

In October 2003, we: acquired certain .assets and the workforce of Coastal Engineering and Environmental
Consultants, Inc. (Coastal) for a cost of $1.2 million in cash. Coastal specializes in engineering and consulting for
Coastal Erosion and Wetlands ‘Restoration projects. Coastal has been integrated into our Environmental &
Infrastructure (E&I) segment. Approximately $1.1 million of goodwill was recorded related to this transaction.

Badger Technologies

On April 17, 2003, we acquired substantially all of the assets of Badger Technologies from Washington Group
International, Inc. for a total purchase price, including direct acquisition costs, of $16.2 million. We finalized the -
purchase price of Badger in April 2004, and recorded a reduction in the purchase price of $1.9 million as a result of
final settlement of the minimum working capital terms of the agreement which was subsequently received prior to
August 31, 2004. Badger Technologiés develops, commercializes and licenses proprietary petrochemical and
petroleum refining-relatéd technologres Badger Technologxes was integrated into our ECM segment. Based on our
final purchase price allocatron we recorded $4.0 million in goodwill, $10.5 million in patents related to" certain
process technologies acquired in the acquisition, $1. 2 million in tradenames $5.5 million in accounts recervable
$1.0 m1llron in other assets and $6. 0 million in habrhtres

Envirogen, Inc.

On March 26, 2003, we acquired all of the common stock of Envirogen, Inc. for a cash purchase price of
approximately $4.0 million, including direct acquisition costs. Envirogen, previously a publicly traded company,
specializes in remediation of complex contaminants in soil and groundwater and has been integrated into our E&I
segment. Based on our final purchase price allocation, $1.9 million of goodwill, $2.0 million in technology patents,
$2.4 million in accounts receivable, $2.0 million in costs in excess of billings, $1.9 million in other assets $0.3
million in cash and $6 5 million i in hab111t1es was recorded related to this transaction.

LFG&E A’cquisition

On November 14 2002, our E&I segment acquired certain assets of LFG&E Internatlonal Inc. (LFG&E) for cash of

approxrmately $1.2 million. Approximately $0.4 million of goodwill was recorded related to ‘this transaction.

LFG&E provides gas well- -drilling services to landfill owners and operators. On September 30, 2003, we acquired

certain additional assets and assumed certain liabilities of LFG&E for cash of approximately $2.2 million. As of

August 31, 2004 an addmonal $2.5 mlllron in goodw1ll has been recorded in our preliminary allocation of the
purchase price.

PsyCor Ihternational, Inc.
In December 2001, we acquired certarn assets of PsyCor International, Inc. for $2.0 million. Acqursmon costs were

not material. The purchase methiod was used to account for the acquisition and substantially the entire purchase price
was allocated to goodwill. PsyCor s prlmary busrness is developing information management systems.

97




NoteS lnventones and Other Assets e PR

R T
vl v

!

The major components of mventones consrst of the followmg (m thousands)
¢ l [ . : - e

August 31
2004 . - - <o 2003 ¥
Weighted Weighted
Average . _FIFQ- . _Total Average FIFO Total Ce
Flnlshed Goods e $25 670 -3, = $25 670 $29 660 $ e $29 660
Raw Materials ... 3,974 . 45 861 49,835 _7 976 .-38,950 46,926
‘Work In Process 722 3.846 4,568 468 9.192 _ 9.660

$30366 $49,707 $80,073 $38.104 $48,142 $86,246

Included in non-current other assets is $23.9 million and $30.0 million at August 31 2004 and 2003, respectlvely,
, representmg the value of the Plke prolect 51te land and materrals and equipment which We obtalned in settlement of
our cla1m in: the bankruptcy proceedmg of our customer An November 2003 (see Note 20). Durmg fiscal 2004 we
ﬁnahzed the valuation of the materials, and equrpment ‘We' recorded 1dent1ﬁable 1tems at their estlmated fair values
Wthh were less than cost. The site and land is recorded ata nommal value Wthh(lS offset by a reserve representmg
our estnnated hablhty for site_ restoration_activities that w1ll commence in fiscal 2005 Materrals and equipment
which’ are transferred to pro_)ects to which, Shaw is.a party to the contract are generally recorded at the prevrously
estabhshed fa1r value. Any gains resultmg from these ‘transfers are recogmzed currently in cost of revenues. As,
equipmient i§" “sold to third parties, we recognize increases to or reductions in cost of revenues ‘for the drfference
between the proceeds on the sales and the book values of thie materials and equlpment using the specific
identification method of cost recognition for these components. 4

Note 6 = Unconsolldated Entities, Joint PVentures and Limited Partnerships

o T ."-:‘v\‘ R S T 1 .‘ . . [
Varzable Interest Entmes . S P
. y..! 3. . . N FR T R ¥4

In January 2003 ‘the FASB 1ssued Fmanc1al Accountmg Senes Interpretanon No (FIN) 46 “Consohdatlon of
Variable Interest ‘Entities” which was rev1sed in December 2003 to address certain FIN 46. 1mplementat10n issues
(FIN 46(R)) This interpretation requires a VIE to be consolidated by a company if that company is sibject to a
majority of the nsk of loss from the variable interest entity’s activities or entitled to receive a majority of the entity’s
residual retums or both. In general, a variable interest entity is a corporation, partnership, limited llablhty company
(LLC), trust, orany other legal structure used for business purposes that either (1) has insufficient financial support,

) has a groupwof equity owners that are unable to ‘make 51gn1ﬁcant de01s10ns about 1ts activities, o (3) has a group
of equrty owners that do not have the obhgatron to absorb losses or the nght to recelve retums generated by its
operatrons 'The. mterpretatron also requlres drsclosures about variable 1nterest entrtres that we are ‘not requlred to
consolldate butlrn which we have a srgmﬁcant vanable interest. The consohdatlon requlrements of FIN 46(R) apply
to variable interést entities Created after January 31,2003 and is effective for existing variable interest ent1t1es for the
period ending May 31, 2004.

Common in the engineering, procurement and construction industries, we enter into joint venture arrangements and
create entities such as limited liability companres (LLCs) and limited partnerships to conduct operating activities on
our behalf as well as other third parties. The ownershrp 1nterest ‘and terms Of each Jornt venture, arrangement and the.
LLC and hrmted partnershlp agreements are’ different but may, 1nclude financing from third party.. lenders and
committed fundlng level requirements. In addition, we may be the managing partner for some of these entities where
we may have the ability to exercise significant influence over operating and financial policies. FIN 46(R) requires
the consolidation of entities in which a company absorbs a majority of another entity’s expected losses, receives a
majority of the other entity’s expected residual returns, or both, as a result of ownership, contractual, or other
financial interests in the other entity. A variable interest holder that consolidates the variable interest entity is called
. the primary beneficiary. Upon consolidation, the primary beneficiary generally must record all of the VIEs assets,

liabilities and non -controlling interests as if it were consolidated based on a majority voting interest.
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Effective May 31, 2004, we adopted the provisions of FIN 46(R). Prior to adopting FIN 46(R), we generally

consolidated entities based on a controlling financial interest through ownership of a majority voting interest in the

entity. We have analyzed our joint ventures, LLCs and limited partnerships and have identified VIEs of which we

are .the primary beneficiary and other VIEs of which we are not the primary beneficiary. We account for our
investments in matenal VIEs of-which we are the primary beneficiary in accordance with FIN 46(R). -

As of August 31 2004 the total assets and 11ab111t1es before intercompany eliminations of those VIEs of whlch we
are the. primary beneficiary, and therefore consolidated, were approximately $47.6 million and $35.2. million,
respectively. .The total assets and liabilities of these VIEs for which we are not. the primary- beneﬁc1ary were
approx1mately $37.2 million and $13.7 million, respectwely ; ‘

The rnajor captlons of assets and. hablhtles, revenues, -expenses and net income 1ncluded in the consolidated
financial statements for the year ended August 31, 2004 are as follows (in thousands):

Assets: L S
Cash, . R -8 4854
. Accounts receivable w. 22,681 .

Cost and estimated earnings-i in excess of billings on

uncompleted contracts k .. 500
Inventories _ ‘ . , _ 6,119
Property and equ1pment S : ' ST 12,0767
Other assets : I : 6 -
Total assets ‘ e - S 46236
Liabilities: - v :
Accounts payables and accrued liabilities % 8,041
.. " Billings in excess of cost and estimated eammgs : Lot 12,513 .0
.. Short-term line of credit : : o 3,487, .
. Long-term debt - S ' oL 4,970 o
- Other liabilities . . . C Coz —_
. Totalliabilities . . s 20011
. Minority interest B T8 8497
* Reyenues o { “'S 23498 e
Expenses ) ' ‘ . 8. (7928
Net i income (loss) _ o T 8 8570 %

3 . o R

The followmg is a summary of our s1gmﬁcant variable interest entities at August 31, 2004

Consolzdated VIEs

T e In November 1993, Shaw-Nass Middle East, W.LL.L. (“Shaw Nass”) was created to support the fabrication
-+ and distribution of pipe in the Middle East and is located in Bahrain. We 1n1t1a11y invested $0.3 ‘million to
" acquire a 49% equity interest in the joint venture. Since November 1993, we have made advances to the
entity and have issued interest bearing loans to fund working capital’and to finance certain equipment
purchases. We- have concluded that this ‘entity does not have sufficient equity, and we are the primary

* beneficiary of this VIE as we are obligated to absorb the majority of the expected losses,' if any, and have the
right to the majonty of the residual returns. Effective May 31, 2004, we have consolidated this entity which

is inchaded in ‘our Fabrication, Manufacturing and Distribution segment. This entity had total assets of

" approximately $16.6' million and total liabilities of $12.7 million ‘as of August 31, 2004. The cteditors of
Shaw-Nass, which are currently limited to vendors and suppliers, do not have recourse to our general credit.

Our maximum exposure to loss is limited to our equity interest and outstanding advances and loans to Shaw-

P
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Nass for a total of $8.4 million as of August 31 2004 Included in the statement of operations for ﬁscal 2004
is revenue of $5. 1 million. .

* In May 2002, we invested approximately $3.1 million to acquire a 49% equity interest in Shaw YPC Piping
(Nanjing)| Co. LTD a limited partnership to construct and. operate a new pipe fabrication facility in China.
During fiscal year 2003, both partners issued interest bearing loans to the partnership to finance working
capital and certain equipment purchases. We have concluded that this entity does not have sufficient equity,
and we are the primary beneficiary. of this VIE as we are obligated to absorb the majority of the expected
losses, if any, and have the right to the majority of residual returns. As of May-31,-2004, we consolidated this-
entity which is included in our Fabrication, Manufacturing and Distribution segment. On August 27, 2004,
the terms |of the interest bearing loan were modified and as a result, we are no longer the primary beneficiary
of the VIE. Therefore, as of August 31, 2004, th1s entlty is no longer consohdated and is accounted for under‘
the equlty method. :

« In April 2003, our subsidiary, Badger Technologies Holdings L.L.C. contributed the right to license certain
technology to acqu1re a 50% equity interest in a joint venture, Badger Licensing LLC. We have concluded
. that this entity is a VIE and we are the primary beneficiary as we are obligated to absorb the majority of the
expected losses, if any. This entity had total assets and liabilities of $23.1 million and $10.8 million as of
August 31, 2004 and is included in our ECM segment. The creditors of the entity, which are currently limited
to vendors and suppliers, do not have recourse to our general credit. Our exposure to losses is limited to our
equity interest of $3.3 million as of August 31, 2004 and certain costs incurred on behalf of the joint
venture’s| operations we have agreed to absorb estimated to be approximately $4 million annually. Included

. in the statement of operatlons for fiscal 2004 is revenue of $10.6 million.

Unconsolzdated VIEs (Equity Method Accounting)

* In June 2003 “we contributed $3.2 million of cash to PFH Management LLC, for a 30% equity interest.
This entlty was established to undertake the privatization of military housing for Air Force personnel and
their families under a design, build and rental housing contract at Patrick Air Force Base, Florida. PFH
Management L.L.C. has an 80% equity interest in Patrick Family Housing, L.L.C. and is the general
managing member for Patrick Family Housing, L.L.C. We have concluded that both PFH Management
L.L.C. and Patrick Family Housing, L.L.C. are variable interest entities. - Under 'the arrangement, PFH
‘Management L.L.C. is obligated to absorb the majority of the expected losses from Patrick Family Housing
LLC; nowever we are not the primary beneficiary of PFH Management L.L.C. We account for PFH
Management L.L.C. under the equity method. As of August 31, 2004, our maximum exposure to loss
consisted of our equity, interest of $4.7 million. As of August 31, 2004, Patrick Family Housing, L.L.C. was
in the process of obtaining financing from third-party lenders Wthh is expected to be secured by first liens
on the rental properties without recourse to the general credit of the owners. As of September 30, 2004, the
most recent financial information for the entity had total assets and liabilities of approx1mately $25.5 mllhon

- and $2. 1\m11hon respectlvely . :

« In August 2004, we contributed cash of $3.8 million to Little Rock Family Housing, LLC for a 50% equity
interest. This entity was established to undertake the privatization of mlhtary housing for Air Force personnel
and their families under a design, build and rental housing contract in Little Rock, Arkansas, We have
‘concluded that Little Rock Farmly Housmg, LLC isa variable lnterest entity. Under the arrangement Little

~ Rock Famﬂy Housing, L.L. C is. obhgated to absorb the majority of the expected losses from the project;

,however we are not the prlmary beneficiary. We account for Little Rock Family Housmg, L.L.C. under the

equity method ‘As of August 31,2004, our maximum exposure to loss consisted of our equity interest of $4.1

million.  As of August 31, 2004 Little Rock Famlly Housing, L.L.C. was in the. process of obtammg

ﬁnancmg from thn'd-party Jenders which. is expected to be. secured by first liens on the rental properties

. ‘without rrecourse to the general credlt of the partners. As of August 31, 2004 total assets of the entity were

. vapproxnnately $7.6 mﬂhon Wthh -approximates the initial capital contributions to date as this prOJect is not
.y yet operatmnal o

In connectlon w1th the IT Group acqu1s1t1on we acqulred an mterest in a joint venture, Space Gateway LLC that

provides fac:111t1es management Services. At the time of the acquisition, the joint venture partners disputed our
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acquisition of this investment due to the bankruptcy filing by the IT Group and refused to provide us with financial
and other information related to the joint venture. Since our acquisition of the .investment, we have had no
involvement in the management or operations of this joint venture. Therefore, we were unable to review the entity’s
financial information in order.to apply the provisions of FIN 46(R) to this entity effective May 31, 2004. In August,
2004 we sold our interest in this entity for cash proceeds of $9 million and recognized a gain of $0.8 million.

From time to-time, we enter into joint ventures to bid and propose on specific contracts. If the contract is ultimately
awarded to the joint venture entity, certain modifications to the operating agreements are often made and initial
working capital investments are then made by each joint venture partner. If a contract is not awarded, the joint
venture is dissolved. Typically, the activity in these joint ventures is limited to bid and proposal costs initially and
are not material. We will continue to monitor these joint ventures, but will generally defer the decision as to whether
these entities require consolidation under FIN 46(R) until contracts are awarded.

Some of our unconsolidated entities have operating agreements that allow for changes in ownership interests and
allocation of profits and losses if certain events should occur. These changes, should they occur, would require us to
reconsider whether these entities: meet the definition:of a VIE as well as the. determination of the primary
beneﬁc1ary, if any, in accordance w1th FIN-46(R):

Unconsolzdated Entities, Joint Ventures and Ltmlted Partnersths

The following is a summary of our investments in and advances to unconsolidated entities which are accounted for
underthe equity method. Upon-adoption of FIN 46(R), some of our unconsolidated entities, including Shaw-Nass
Middle East, W.L.L. and Shaw YPC Piping (Nanjing) Co. LTD, were determined to be VIEs for which we are the
primary beneficiary. These entities were consolidated as of May 31, 2004 and the results of their operations are
consolidated for the three months ended August 31, 2004. Prior to consolidation, their operating results were
reflected in earnings (losses) for unconsolidated entities. Effective August 27, 2004 Shaw YPC Piping (Nanjing)
Co. LTD was deconsolidated.

August 31,

2004 - 2003

Investments in unconsolidated entities, joint ventures and limited partnerships -

(in thousands): ‘

Shaw-Nass Middle East, W. L L. ‘ ‘ "8 — § 2,644

EntergyShaw L.L.C. B i . (2,311 (2,23

Shaw YPC Piping (Nanjing) Co. LTD S o B , 2,

Stennis joint venture : oo S T 3028 3,650

PFH Management, L.L.C. 4,733 3,200

Little Rock Family Housmg, LLC v . .o v 4054 . —

Nordic . S : S 1,930 1,930

Other S o L8796 - 12126
- o . , 22,577 23,875
Long-term advances to and receivables from unconsolidated entities (in thousands):

Shaw-Nass Middle East, W.L.L. ‘ . . _ o=, 6,217
Shaw YPC Piping (Nanjing) Co. LTD . ‘ _ - o .. 3,081 . 3,081
Other ‘ ' ) T 31 —
o S 3112 9,298
Total investments in and advances to unconsolidated entities, joint ventures and limited
partnerships $ 25689 § 33.173
Accounts payable to unconsolidated entltles (in thousands): :
Shaw-Nass Middle East, W.L.L. $ . — 8 198
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Eammgs (losses) from unconsohdated ent1t1es net of taxes are summanzed as follows (m thousands)

N *l‘ ' e A I

e - For the Year Ended August 31l

o e T 00 - 2003 200
Shaw-NaSs Middle East, WLL. "~ = =" s o ©%T (758) 7S (2,294) 8 (1,152)
EntergyShaw L IL.C. ' ' ’ (80)  (3.436), 2,855
Shaw YPC P1p1ng (Nanjmg) Co LTD T e (3T (250) —
Stenriis joint venture: - ! L 1,178 77 1,180 T 925
PFH Management;LL.C: 77 & "itocoa T e e —
Little Rock Famlly Housmg LLC [ T o S 2860, e = —
Nordic ;. FI AN R L IRt PSR e T e PR
Other C B R IRV O e 1,186 v 1,821 i (925)

, $ 2578  § (2,979 §. 1,703
Shaw-Nass and- Shaw YPC-Piping (Nanjing) Co. I:TD were"consolidated effective May 31; 2004. Undistributed
earnings of $1.3 million was included in our consolidated retained earnings as of Augtist 31; 2002." Thete were no’
contributions for the years ended August 31, 2004, 2003 and 2002 and d1str1but10ns were not matenal for the years

- ended August 3l1 2004, 2003 and 2002 for both of these entities. - - S e . , ‘

Our EntergyShaw L.L.G.(“EntergyShaw’”) joint venture was created in fiscal 2001 to-focus on the ‘constriiction of
power plants in North Anierica and Europe. As of August 31,2004, the EntergyShaw"joint venture ‘has no active
projects..We have a negative investment balance of ($2.3 million).as of August 31, 2004 which we will fund to the.
extent necessary- to: Close out the operations of the joint venture which is expected to -occur in fiscal 2005. We:
received: distributions' from EntergyShaw of $0.5 million and $2.0 million for'the years ended August 31 2003 and
2002, respectwely There were.no distfibutions-for the year ended August 31, 2004. ~+ <« « ShEon

In connection w1th the IT Group acquisition, we acquired an investment. in the Stennis joint venture in our E&I
segmerit. We have a.45% equity interest in this joint venture which provides facility management services to the
Stennis Space Center in Mississippi. Distributions for the years ended August 31, 2004 and 2003 were $0.9 million
and $1.6 mllhon respectively. There were no dlstnbutlons in ﬁscal 2002 e .
We acquired a [19% equity interest in Nordic for an investment of $1.9 million in fiscal 2000. As our eqmty 1nterest
is less than 20%, and we do not exercise any significant influence over the management of the operations, we. do not
recognize any lincome from this operation other than cash distributions in accordance with the cost, method -of

accountmg No such distributions have been made since our initial investment. L C
5 \‘. H

In connectlon W1th certain housing privatization joint ventures, we made equity contributions 6f approximately.:$6.9
million during ﬁscal 2004. As of August 31, 2004, we are also scheduled to make additional equity contributions of
approximately: *$20 million in fiscal 2005; however, the exact timing of these equity contributions is uncertain, as
they: are dependent on the progress of the underlymg prOJects

The following tables include summary financial information for two unconsohdated éntitiés accounted for under the
equity method and one unconsolidated entity accounted for under the proportionate consolidation method which ‘are
s1gn1ﬁcant in the aggregate (1n thousands)

Pt
N

- " (Unaudited) SRR
At August 33,

2004 2003 R
Current assets $ 39,446 $ 27,983
Current liabilities 20,414 15.382
Working capital $ 19032 § 12,601
Noncurrent assets % 10,161 3 610

Noncurrent liabilities $ 12047 § 8908
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(Unaudlted)

o ForTheYear Ended August31
o e 2004 - 2003 - 2002 -
Revenues $ 191,760 $ 12;21‘;‘ $50,582

. Gross profit (loss) 8 9360 § 5670 § 2550
* Net income (loss) 3 8219 8- 5350 $ 2,046
S T e KR T Y
The followmg table summarrzes related party transactrons W1th these unconsolrdated entltres mcluded in-our
consolidated financial statements as. of and for the years ended August 31 2004—and 2003 “and for the year ended

August 31,2002 (m thousands)

e .+ .o . . ShawYPC.

. . s ..+ & .. . Piping
‘Entergy/ (Nanjing)

Shaw-Nass __Shaw__ Co. LTD K _Other

Revenue from unconsolidated entities:

. 2004 $ — $ 1,154 § —  $ =

2003 632 43,000 — 8

© 20020 L0 a v oo e o0 66000124000 . — —
‘Accounts rece1vable from unconsohdated entmes as of R S IV S e
August 31, 2004 — 7,048 397 5
2003 - — 7763 171 8
Advances to unconsolidated entities as of o
August 31,2004 : — e — 3,081 '31

2003 6,217 o ey 3,081 —
Related party transactrons include the sale of manufactured mater1als to Shaw-Nass and. Shaw YPC Piping (Nanjing)
Co. LTD and engineering, procurement, and construction services provided to- EntergyShaw Our 49% share of
profit on revenue from sales of manufactured materials to Shaw-Nass is ehmrnated
In addition to the entities above we have also executed other contracts jointly w1th third" part1es whrch are included

in “other” above:. These other joint ventures are not material on an individual basrs

L
S

Note 7 - Investment In Securities Available For Sale

In December 1998 we participated in the financing of £ customer Orion Reﬁmng Corporanon, or Orion, by
acquiring $12.5 million of 15% Senior Secured Notes due December 1, 2003 (the 15% Notes) and preferred stock
related thereto issued by Orion for the face value of the Notes.

In November 1999 we exchanged our 15% Notes for (1) $l4 3 million (representmg the pnnc1pal and accrued
1nterest on our 15% Notes) of 10% Senior Secured Notes due November 15,2004 (the “New Notes™), and (ii) shares
of the customer s Class:A Convertible Preferred Stock and exchanged the related preferred stock for shares of new
Class C Convertible Preferred Stock, the amount and value of which are not material.

Durmg ﬁscal 2001, we used $7 0 m1llron of the ‘New Notes to sat1sfy certam transactron costs. related to, the
acquisition of Stone & Webster.

Durrng the year ended August 31, 2()02 we determmed our mvestment in the’ New Notes had been permanently
impaired. As a result, we wrote down our investment in these notes to their fair value, resulting in a charge to other
expenses of approximately $2.5 million, reversed interest income in the fourth quarter of 2Q02 of $0.6 million that
had been previously recorded during fiscal 2002, and ceased recognizing interest income from the New Notes.

On May 13 2003 Onon filed for bankruptcy under Chapter 11 of the U S. Bankruptcy Code At thrs tlme we
carried $5.0 million in claims recelvable from Orion in addition to our investment of approx1mately $6.6 million.
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Based on our understanding of Orion’s available assets and our security interest in those assets, we do not believe
that we will be|able to realize significant recovery: of these amounts. Therefore, we recognized a charge to other
expense of approximately $11.6 million; representing: the total carrying amount of both the investment and the
receivables from Orion. In addition, we recognized a charge to other expense of approximately $0.8 million related
to the write-off of other uncollectlble recervables

At August 31, 2002 we also.had equity securities avallable for-sale aggregating $0 6 mllllon During the year ended
“August 31, 2002, we recorded impairment losses of $0.6 million (30.4 million; net of taxes) with respect to these
securities. At August 31, 2002, we also reflected a $0.2 million unrealized loss ($0.1 million, net of taxes) on these
securities, as'a component of other comprehensrve income in shareholders’ equity. The unrealized losses recorded in
other comprehensrve income féflect our view that there had been a temporary decrease in the value of these
securrtles from their historical cost.

During the year ‘ended August 31, 2003, we sold these securities, recognizing a pre-tax gain of $0.3 million,
reflected in othér ;ngqme. At August 31, 2004, we had no material equity securities available for sale.

Note sli“(;i)odﬁuv And Other Intangibles
Goodwzll

"The followmg table reflects: the changes in the carrying value of goodw1ll from September 1, 2002 to August 31,
2004. (see Note 4 for addrtronal 1nformat10n regarding acquisitions) (in thousands):" ' i

Balance at September 1,2002 . $ 499,004
LFG&E acquisition : R < . 355
“Envirogen acquisition : ‘ 4,490
- Badger acquisition : 8,000
" Allocation period adjustments - PsyCor acquisition (500) .
- Allocation period adjustments, net - IT Group acqu1s1t10n ‘ - (9%) - Y
< Currency translation adjustment o . 12 : :
Balance at August 31, 2003; S Co $ 511,376
; Currency translation adjustment 2,741
" EDS acquisition .. - | P : . S 12,595
i Coastal acquisition L A . .. 1,094
" LFG&E acquisition ' 2,493
* Allocation period adjustments, net - Badger Technologies (4,330)
© Allocation period adjustments, net - Envirogen, Inc. ' (2,583)
- Impairment - discontinued operatlons (see Note 21) ‘ (28)
Other L o (575)

Balancé at ‘August 31, 2004" e ) o $ 522,783

The goodwill associated with the EDS, Coastal and LFG&E acquisitions has been preliminarily calculated as, of
August 31, 2004 These purchase pnce allocations may change for up to one-year subsequent to the acquisition date,
as we have not obtained ‘all of the appraisals of the property and equlpment and intangible assets purchased nor
have we completed all of our review and valuatlon procedures of the assets acquired and the liabilities assumed

We had tax deductible goodw111 of approxrmately $184 4 mllllon and $188. 9 million as of August 31, 2004 and
August 31, 2003, respectively.

We completed our annual unpalrment test durmg the thrrd quarter of fiscal 2004 and determmed that goodwrll was
not rmparred (see Note 1). :

ContractAdJustments and Loss Reserves o

The constructron contract adjustments and contract loss reserves established in purchase accounting (related to the
‘IT Group andt Stone & Webster acqursmons) are recogmzed periodically as reduct1ons of cost of Tevenues..
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The following table presents the additions to and utilization of contract 11ab111ty adjustments and accrued contract
loss reserves for the periods indicated (in thousands):

e _ Cost Of
September 1, (Asset) Or Revenues August 31,
2003 Liability  Increase/ 2004
Year Ended August 31, 2004 Balance Increase  (Decrease) _Balance_
Contract (asset) adjustments . , ' $ (3,210 $ — $ 1,795 § (1,415
Contract liability adjustments o ' 32,551, — (15,204) 17,347
Accrued contract loss reserves : ' 9.858 - — 3.980) 5.878
Total - : ‘ L M $ — $£07389) § 21810
. Cost Of .- :
September 1, . (Asset) Or Revenues August 31,
: 12002 Liability  Increase 2003
Year Ended August 31, 2003........ ‘Balance Increase  /(Decrease) _ Balance
Contract (asset) adjustments o $°(12,150) $ 4426 $ 4514 $ (3,210)
Contract liability adjustments ‘ ) 69,140 . (5,252) (31,337) 32,551
Accrued contract loss reserves 11,402  __13.790 (15.334) 9.858
Total " ‘ ‘ ‘ $ 68392 § 12964 § (42,157) $ 39,199
Cost Of
September 1, (Asset) Or Revenues August 31,
C . T : 2001 Liability  Increase/ 2002
Year Ended August 31, 2002 __Balance _ _ Increase _(Decrease) _ Balance
Contract (asset) adjustments ' $ — $(13,839) $ 1,689 $ (12,150)
Contract liability adjustments 43,801 58,094 (32,755) 69,140
‘Accrued contract loss reserves - . , 6.906 - 8.240 (3.744) 11.402
Total , , . 850707 § 52495 § (34R10). 3 6839

The decreases in the contract liability adjustments and accrued contract loss reserves relate to reductions of these
amounts for acquired contracts from both the Stone & Webster and IT Group acquisitions. The decrease in cost of
revenues related to accrued contract loss reserves in fiscal 2004 is offset by a $5.6 million increase related to an
acqulred Stone & Webster contract. The reserves for this contract were recorded in accrued contraét losses in our
allocation of _purchase price. Subsequent reductions in the accrued contract losses balance related to this contract
were inadvertently recorded in Advanced Billings and B1llmgs in Excess of Earnings on Uncompleted Contracts
rather than as a decrease in cost of revenues. The remaining reserves related to this contract will decrease cost of
revenues for the remamder of the contract

All increases and decreases in the contract adjustments and accrued contract loss réserves in the year ended August
31, 2003 relate to allocation period adjustments related to the IT Group. acquisition. For the year ended August 31,
2002,, all increases in contract adjustments and accrued contract loss reserves relate to the initial purchase price
allocation for the IT Group acquisition, with the exception of a $0.8 million contract loss reserve increase, which
reduced earnings in 2002, for a contract assumed i in the Stone & Webster acquisition.

The contract (asset) adJustments are 1ncluded 1n other current assets in the accompanying consohdated balance
sheets. Accrued losses on contracts not acquired in a business combination are included in billings in excess of cost
and estimated earnings on uncompleted contracts on the accompanying consolidated balance sheets.

Other Intangible Assets
At August 31, 2004 and 2003, identifiable intangible assets, other than contract (asset) adjustments, consisted of

proprietary ethylene technology acquired in the Stone & Webster acquisition in fiscal 2000, certain petro-chemical
process technologies, patents and trade names acquired in the Badger Technologies acquisition in fiscal 2003 (both
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of which" are being amortized over fifteen years on a straight-line basis) and patents acquired in the IT Group
acquisition in fiscal 2002 (which are being amortized over ten‘years-on. a straight-line basis). ‘Additionally, we
recorded a customer relationship intangible related to the IT Group acquisition, which is being amortized over ten
years on a straight-line:basis and technology patents 1n the Envirogen acquisition which are being amortized over
three to seven years ona strarght-lme bas1s ‘

o . S
! I TR AN USRI I

Proprietary Technologies,

L ' * Patents and Tradenames Customer Relationships
Lo ' Gross Carrying Accumulated Gross-Carrying Accumulated
L . e “Amount Amortization Amount Amortization
September 1, 2002 balance . $ 28,600 $ (3,812) $8  — § —
Allocation period adjustments, net 7 561 —t 2.016 —
 Annual’ amortization 7 itd . . (1.906) — (202)
Auglist 31, 2003:balance 4+ . $ 36 l6l § G5, 718) $ 2,016 (202)
.. Allo€ationperiod adjustments; net. . 716,387 I
,Annual amortization ‘ — (3,22 ) _ 126 )
August3l 2004 balance F S §'4g;g4§‘ § (8,941) $2 g!g : 8 (470)°

The annual amortlzanon for our other 1ntang1b]e assets not assoc1ated with contract acquxsmon adjustments is
$2.9 million through fiscal 2008 “and- $2.8 million in fiscal 2009 related to the proprietary technology, patents and
tradenames, and $0.2 million related to customer relationships through fiscal 2009. During fiscal 2004, _
connection with' the. completion of our valuation of intangibles related to our acquisitions of Badger Technolog‘ies
and Envirogen, tInc we increased other intangible assets and recognized additional amortization of intangibles to
reflect: accumulated amortlzatlon as, 1f the mtanglbles had been valued at the ﬁnal purchase price allocation amounts
as of the; acqu1s1t10n date. : , .

Other Long szed Assets :

During the ﬁrst quarter of fiscal 2004 we recorded accelerated amortization of $29 4 m11110n on ceftain software
assets ds a result of a successful 1mplementat1on of new software systems, including the conversion of historical
financial and operating data, which had not previously been contemplated. In August 2002, we had developed a
prehmmary plan to convert certain of our operatmg unifs- to new software- systems. As a result, at that- time, we
accelerated the amortrzanon of certain software assets'that would be replaced baséd on the prOJected implementation
plan and ant1c1pated future use of the assets. Our conversion to the new software systetns, including the development
of cértain niew software packages, was completed earlier'and was more substantial than ongrnally planned Because
1mplementat10n was - substantially' complete by November 30, 2003, we' concluded that we’ ‘should completely
abandon our previous software platforms: As a tesult, we: accelerated the arhortization of Certain software assets that
were Teplaced and recorded the aforementioned amortization expense of $29.4 million to general and administrative
expenses in the iconsolidated statements of operations-in the first quarter of fiscal 2004 As of August 31, 2004 we
recorded the retxrement of these assets and ehmmated the total cost and accumulated deprec1at10n from our books

-

A e SER o G R .

In December 2001; we purchased a $12 2*million optron to purchase certain real ‘estate propert1es in Baton Rouge
Louisiana to* support the ‘future- growth and operatlons ‘of the company “This real estate- opt1on 1s mcluded in' non-
curfent othér-assets on the’ consolidated balance ‘sheets as of August 31 2004 and-2003. ‘The’ optlon expires ‘'on
January 3, 2012. The real estate properties subject to the' option: include three fully developed commercial office
buildings and two undeveloped parcels of land. The option agreement provides that we may purchase these
propertles in bulk for the ‘apptaised Valiie of the’ propemes at the time the-option- agreement Was entered into less the
price’paid-forithe optlon The combmed total purchase pr1ce for these propertles 1s approxlmately $130 9 mrlhon at
August 31, 2004. - t - ~
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jNote 9- Leng-Term- Debt
Long-term debt consisted of (rn thousands):

August.3L

2004 2003

Senior Notes, unsecured, 10.75% interest, due March 15, 2010, issued at 98.803% of

face value, with early repurchase options for us $ 250,459 $ 250,136
Convertible Liquid Yield Option (TM) Notes, unsecured, zero coupon, 2.25% 1nterest ) o

due May 1, 2021, with-early repurchase options'by the holder, on May 1,2005 * '~ - - 864 - 251,489
Note payable ofa VIE secured by real estate with a book value of $4.9 mllhon as of R -

“August 31, 2004; intetest payable monthily at LIBOR plus 3% (4. 67% at August 31 ' o :

2004) monthly payments of $0.1, through November 2007 <. 4,067 —
Other notes payable; various interest rates ranging from O% to 8. 28% various payment

terms; maturing through 2009 * - . . b “ o 5,684 0 7.994
Total debt .. = - 5 U R e ‘ R . 261,074 . 509,619
Less: current maturmes . r o I - L (4637) __(258.758)

Totallong term portion of debt ; . G S owae. 8256437 8 250861

Annual maturities of long-term debt during each year ending August 31 are as follows (in thousands):

P

 TOTAL: - .7

2005 . $ 4,637

2006 . . . . 1,085
2007 o o 177
To2008 D 3,795
©ooo2009 13
" Thereafter  « 251,367 °

Total 3261074

Senzor Notes

On March 17, 2003, we issued and sold $253 million aggregate principal amount at maturity of 10.75% Senior
Notes due 2010, or Senior Notes, which mature on March 15, 2010. The Senior Notes were issued at an original
discount price 6f $988:03 per $1,000 maturity value and have a yield to maturity of 11,00%. The notes havé a call
{(repurchase) feature that allows us to repurchase all ¢ ora portron of the notes at the followmg prlces (as a percentage
of maturlty value) and dates

PR

Cali Price as Percentage of
(Repurchase) Dates AR " < Maturit'vValue
| March15,2007 -, . L 105375%
March 15, 2008 C o 102.688%
March 15, 2009 until maturity 100.000%

Addmona]ly, prlor to March 15 2006 we may, at our optron utrhze the net cash proceeds from one or more equity
offerings, within ninety days of our receipt of the equity funds, to repurchase up to 35% of the then outstanding
amount of Senior Notes at a price of 110.75% of the maturity value of the Senior Notes. Prior to March 15, 2007, we
may, at our option, repurchase all of the then outstandmg Senior Notes at a price equal to the prmcrpal amount of the
notes plus a specrﬁed apphcable premium. The Senior Notes are unsecured but are guaranteed-by all of our material
domestlc subs1d1ar1es Upon the sale.of assets exceedmg $10 million, we may. use the proceeds to.either reduce
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senior debt, borrowings drawn under our Credit Facility, or acquire additional assets within a one year period. To the
extent any proceeds remain after one year, we are required to offer to purchase the Senior Notes at their fuill accreted
value. ‘

In connection With the issuance of the Senior Notes, we recorded approximately $8.8 million of deferred debt
issuance costs net of amortization to date is included in other assets.
LY:ON.S“ Converﬁble Securities )
Effectrve May ll 2001, we issued and sold $790 million (including $200 mrlllon to cover over-allotments) of 20-
year, zero- coupon, unsecured convertible debt, L1qu1d Yield Option(TM) Notes,.or LYONs. The debt was issued at
an ongmal discount price of $639.23 per $1,000 maturity. value and has a yield to maturity of 2.25%. The securities

are a senior unsecured obligation and are convertible into our common stock at a fixed ratio of 8.2988 shares per
$1,000 matunty value or an effectlve conversion pr1ce of $77 03 at the date of i issuance.

On March 31, 2003 pursuant to a tender offer whrch commenced on February 26, 2003 we, completed the purchase
of LYONs with an’ amortized value of approximately $256.7 million and an aggregate prmcrpal value of
approximately 1$384.6 million for a cost of approximately $248.1 million. The purchase after expenses and the
write-off of unamortized debt issuance costs of approximately $6.6 million, resulted in a net gdin of approximately
$2.0 million. We used the total net proceeds, after fees, from the sale of the Senior Notes of approximately $241.0
million and internal funds of approximately $6.7 million to affect this repurchase.

During the fourth quarter of fiscal 2003, we repurchased additional LYONs with an amortized value of
approx1mately‘$2l 5 million and an aggregate principal value of $32.0 million for a cost of approximately $20.6
million. The purchase, after the write-off of unamortized debt issuance costs of approximately $0.2 mrlhon resulted
in a net gain of approxrmately $0.8 million.

In November 2003 pursuant to a tender offer which commenced on October 20, 2003, we completed the purchase
of LYONSs with an amortized value of $189.8 million and aggregate principal value of $280.4 million for a total cost
of $189.3 million. Pursuant fo a private purchase of LYONs completed on November 26, 2003, we purchased
additional LYONs with an amortized value of $5.4 million and aggregate principal value of $8.0 million for a total
cost of $5.4 million. The two LYONSs purchases, after expenses and the write-off of unamortized debt issuance costs
of $1.8 million, resuited in a loss of $1.2 million reflected in the (loss) gain on LYONS repurchase line item of the
consolidated statement of operations for fiscal 2004. These repurchases were funded with cash raised from our
offering of 231 million shares of common stock, which closed on October 29, 2003 and generated net proceeds of
$217.5 million (see Note 3). The remaining proceeds of $22.8 million were held in escrowed cash until such funds
were used to repurchase additional LYONs in May 2004 as described below.

On May 3, 2004 we completed a tender offer to purchase any or: all of the outstandmg LYONs submrtted to us for
purchase by the holders at the then accreted value. At the time of the tender offer, there was $85.0 million aggregate
principal amount at maturity of LYONs outstanding, with an aggregate accreted value as of that date of
approximately $58.1 million. As a result of the tender offer, we were able to purchase $57.2 million in accreted
value. - .

The holders of the remalmng LYONs $0 9 million of accreted value as of May 31, 2004, have the right to require us
to repurchase the LYONSs on May 1, 2006, May 1, 2011 and May 1, 2016 at the then accreted value ($1.1 million at
May 1, 2016). We have the right to fund such repurchases with shares of our common stock at the current market
value, cash, or a combination-of common stock and cash. ' . :

The estlmated fa1r value of long-term debt, excluding capltal leases, as of August 31, 2004 and 2003 was
approxrmately $246 9 mrlllon and $466. 3 million, respectlvely, based on recent sales of such debt.

For the yearsfended August 31, 2004, 2003 and 2002, we recognized, $4 5 rnrlhon $8.4 million and $9.1 million,
respecuvely, of interest expense associated with the amortization of ﬁnancrng fees that were' 1ncurred with respect to
issuance of our LYONS, Senior Notes, and the Credit Facility. As of August 31,.2004 and 2003, unamortized
deferred ﬁnancmg fees related to the LYONs Senior Notes and Credit Facility were approxrmately $11.3 million
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and $14.1 million, respectively. As of August 31, 2004, the LYONs costs were fully amort1zed as they were
amortized to the first repurchase date of the debt or May 1, 2004. .

_ Note 10 — Revolving Lines Of Credit

Our primary Credit Facility, dated July' 2000, was amended and restated on March 17, 2003 and extended for a three
year term from that date. On October 17, 2003, we amended our Credit Facility to increase the credit limit from
$250 million to $300 million and to amend certain of the covenants contained therein.

Theéredi’t ‘FaCiiity provides for both revolving credit loans and letters of credit within the $300 million limit. We
have previously used the Credit Facility to provide workmg capital and to fund fixed asset purchases and
acquisitions. ' : .

Under the,Credit Facility, interest is computed; at our option, using either the defined base rate or the defined
LIBOR rate, plus an applicable margin. The terms “base rate” and “LIBOR rate” have meanings customary for
financings of this type. The applicable margin is adjusted pursuant to a pricing grid based on ratings by Standard and
Poor’s Rating Services and Moody’s Investor.-Services for the Credit Facility or, if the Credit Facility is not rated,
‘the ratings from these services applicable to our senior, unsecured long-term indebtedness. The margins for the
Credit Facility loans may be in a range of (i) 1.00% to 3.00% over LIBOR or (ii) 0% to 1.50% over the base rate. On
August 31, 2004, the interest rate on the Credit-Facility would have been either 5.5% (if the base rate index had been
chosen) or 4.2% (if the LIBOR rate index had been chosen). On August 31, 2004, we did not have outstanding
borrowings under the Credit Facility but had outstanding letters of credit of approx1mate1y $215.6 million.

We are required, with certain exceptions, to prepay loans outstanding under the Credit Facility with (i) the proceeds
of new indebtedness;- (ii) net cash proceeds from equity sales to third parties (if not used for acquisitions or other
general corporate purposes within 90 days after receipt); and (iii) insurance proceeds or condemnation awards in
excess of $5-million that are not used to purchase a similar asset or fora like business purpose within 90 days of the
receipt thereof. As of August 31, 2004, we do not have-outstanding borrowings tinder our Credit Facility. Further,
we are required to obtain the consent of the lenders to prepay or amend the terms of the 10.75% Senior Notes due
2010. \

The Credit Facility is secured by, among other things, (i) guarantees by our domestic subsidiaries; (ii) a pledge of all
of the capital stock of our domestic subsidiaries and 66% of the capital stock in certain of our foreign subsidiaries;

and (iii) a security interest in all of our property and the property of our domestrc subsidiaries (including equlpment
and real estate). . S .

Effective August 31, 2004, we received approval from our bank lenders for a fourth amendment to our Credit
Facility (Fourth Amendment) to amend various financial covenants and certain other terms in our Credit Facility. In
particular, the Fourth Amendment (i) maintained the maximum leverage ratio at 3.5x, (ii) expanded the definition of
EBITDA, as defined by the Credit Facility, to exclude charges related to certain potential divestiture and
restructuring charges in fiscal 2005, (iii) provided for the ability to offset proceeds from the sale of assets against
capital expenditures in calculating the fixed charge coverage ratio and maximum capital expenditure covenant and
(iv) clarified the treatment of restricted cash in calculating the minimum working capital covenant.

The Credit Facility provides for a first lien on certain property, including equipment and real estate as collateral. We
also have the ability to obtain ‘unsecured performance letters of credit outside of the Credit Facility of up to $150
million. The Fourth Amendment did not otherwise change the interest rates or the total capacity to borrow or obtain
letters of credit under the Credit Facility.
The Credit Facility, as amended, contalns certain financial covenants, including:

+ A maximum leverage ratio of 3. 5x through May 31, 2005 and 3.0x thereafter

« aminimum fixed charge coverage ratio of 2.0x;

*  a minimum net worth as defined by the Credit Facility;

109




> a defined minimum earnings before interest expense, income "taxes, depreciation and amortization
(EBITDA). EBITDA, as defined in the Credit Facility, is adjusted for certain non-cash items and for the pro
forma impact of.acquisitions and dispositions of operations (Adjusted: EBITDA). The minimum Adjusted
EBITDA covenant requires a trailing twelve months of EBITDA of $75 million for the three fiscal quarters

. ended August 31, 2004 and $110 million thereafter on a rolling twelve month basis; and

°  aminimum working 'capital ratio requirement, as defined by the Credit Facility, of 1.0.to 1.0. '

The Credit Facility also imposes restrictions on annual capital expenditures to 25% of annual EBITDA as deﬁned
,among other resmctions

As of August 31, 2004, we were in compliance with the covenants contained in the Credit FaCility as amended.
However, we would not have been in compliance with the maximum capital expenditure covenant without the
amiéndment. We would not have complied with this capital expenditure covenant due to higher than expected capital
expenditures associated with consolidated variable intérest entities and a lower than expected trailing twelve months
EBITDA'in ﬁscal 2004 (which is used to determine the threshold for allowable capital expenditures). As of August
31, 2004 we were in compliance with the other Credit Fac1lity covenants prior to the amendment

¢

The leverage ratio limits the amount of cash that can be borrowed: As of August 31, 2004, after applying the terims
of the Fourth Amendment, the maximum amount that could be borrowed under the leverage ratio-is approximately
$115 million, subject to.the overall availability under the Credit Facﬂity which was $84. 4 million as of August 31,

2004, after consideration for outstanding letters of credit. . . .

As -of - August 31, 2004 and 2003, our foreign subsidiaries had short-term revolving lines of credit permitting

borrowings totaling approximately $16.1 million and $17.3 million, respectively. These subsidiaries had outstanding

borrowings under these lines of approximately $2.5 million-and $1.3 million, respectively,. at a weighted average

interest rate of approximately 4.25% at August 31, 2004 and 2003. These subsidiaries also had outstanding letters of

credit.under. these lines of $3.5 million and $4.2 million, at August 31, 2004 and 2003, respectively, leaving $10.1
mlllion of availability under these lines at August 31, 2004. .

As of August 31, 2004, one of our consolidated joint ventures had a committed short-term revolving line of credit of
34.0 million witlh borrowings of $3.5 million at-a weighted average interest rate of 5.75% and we guarantee the debt.

Note ]l]l anome Taxes '

Tt N

The Signiﬁcant components of deferred tax assets and liabilities are as follows (in thousands) .

et ; ) . . ) L August 31,
R c L S 2004 2003
o Assets ' C o T S ‘

*IContract ad]ustments and accrued contract loss reserves 8 974278 22,136
‘Deferred revenue " ‘ ) ' 5,397 11,217
N “Receivables - - ” e e 0 8,201 " 8,619
Lt e + - INet operating 10ss and tax creédit carryforwards - ' 85,848 49,360
iOther expenses not currently deductible - - .5,370 © 6,930
Accrued severance 179 875
., Tax basis of inventory in excess of book ba51s o 485007 210
5 Less valuation allowance R A - A 813) . (3418)
.- Total assets . . . AR - 105 409 95929
Liabilities: :
‘Goodwill ’ L . (22,988) . (16,131) .
PProperty, plant and equipment : (12,310)  (20,134)
Employee benefits and other -expenses L . (588) (3,338)
Total liabilities o __(35.886) " (39.603)
Net deferred tax assets C§_ 69523 8 56326

L ' T . code
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Income (loss) before prov1s1on (beneﬁt) for income taxes for the years ended August 31-was as follows (in
thousands)::. : ‘ : i :

2004 . 2003 2002

v  Dormestic ~ $ (47,796) $ 15972 $ 140,456
Foreign 12,572 19,375 7.467
~ Total | $ (35224) $ 35347 § 147,923

The provision (benefit) for income taxes for the years ended August 31 was as foliows (in tho'us‘ands):
4

2004 2003 77 2002

Current - foreign $ 22008 1,195 % —
Deferred (12,869) 8,806 47,000
. Current . . . 1,025 1579 . 6.099
. Total - .. .08 (11.624) 8 11,580 $ 53,099

The provrsron (beneﬁt) for income taxes relates to the followrng statement of operatlons captions (m thousands):

; LR T BTN I S
Lo o - _For the Year Ended August 31,
o S L 2004 2003 _ _ 2002
Provision (benefit) for income taxes 3 (1‘1,624’)_{ $ 11,580 $ 53,099
Minority'interest = - - COLET (3,599 - (T13) T -4 (22)
Earmngs (losses) from unconsolrdated . u '
" ".subsidiaries - L 2,880 7 (732) 1,605
(Loss) income. from: drscontrnued operatrons oo (M3 o 165 . 1249
Total provision (benefit) for income taxes $ (15,456) § 10,900 $ 55931

We paid no federal income taxes in the years ended August 31 2004, 2003 and 2002 pnmanly due to taxable losses
for the years ended August 31, 2004 and 2003 and the utilization of operatrng losses resultrng from the Stone &
Webster acquisition’ in 2001 and the IT Group acqursmon in 2002

e .
LR ol

A reconciliation of federal statutory and effective income tax rates for the y_‘ea‘r_sr ended August 31 was as follows:

Copr
P

Lo

S S ./ 2 2"“2»

5

Statutory rate : (3 5)% 35% 35%
State taxes provided (4) — 4
Foreign income taxed at, drfferent aRE -
rates . - ce (1~3) (7) (2)
e - . R&D and forelgn tax credlts : coa (1) - (5) (@)
v _Valuatron allowance : ;.. . . . 18 .47, —
o " Other | R A 3 1

DL 3% 1% 36%

As of. August 31, 2004, for federal income tax return purposes, we had approximately $161 million of U.S, net
operatrng loss carryforwards avarlable to offset future taxable i income and approximately $7.2 rmllron of research
and development credits avarlable to offset future féderal income tax. The loss carryforwards expire. begmmng in
2022 through 2025 and the credits expire beginning in 2022 through 2025, As of August 31, 2004, certain for eign
operations had net operating loss carryforwards of approximately $30 million, which can be used to reduce fuhire

111




taxable income in those countries until they expire beginning in 2005 while others have indefinite lives. SFAS No.
109 specifies that deferred tax assets are to be reduced by a-valuation allowance if it is more likely than not that
some portion of the deferred tax assets will not be realized. Management believes that future reversals of existing
taxable differences and future taxable income should be sufficient to realize all of our deferred tax assets, with the
exception of certain foreign net operating loss carryforwards. Therefore, valuation allowances of $6.4 million, $2.4
" million, and $1.0 million were established during fiscal 2004, 2003 and 2002, respectively, against the related
deferred tax benefit for the foreign net operating losses that we believe will probably not be realized including a
portion of the United Kingdom and Canadian net operating loss carryforwards and the entire Venezuela and
Australian net operatrng loss carryforwards. .

Unremitted foreign -earnings reinvested abroad upon which ‘deferred income taxes have not been provided
aggregated approxrmately $42.1 million at August 31, 2004. Currently, we do not expect these unremitted earnings
to reverse and become taxable to us in the future. Due to the timing and circumstances of repatriation of 'such
earnings, if any, it is not practicable to determine the unrecognized deferred tax liability relating to such amounts.
Withholding taxes, if any, upon repatriation are not expected to be significant.

Note 12 — Common Stock

We have one class of common stock. Each outstanding share of common stock which has been held for four
consecutive years without an intervening change in beneficial ownership entitles its holder to five votes on each
matter properly submitted to our shareholders for their vote, waiver, release or other action. Each outstanding share
of common stock that has been held for less than four consecutive years entitles its holder to only one vote: -

On July 31, 2001, we distributed a dividend of one Preferred Share Purchase Right, or Right, for each outstanding
share of our common stock outstanding on that date. The Rights, which expire on July 9, 2011, will not prevent a
takeover, but are desrgned to deter coercive or unfair takeover tactics, and are, therefore, intended to enable all of
our shareholders to realize the long-term value of their investment. We anticipate that the Rights will encourage
anyone seeking to acquire our company to negotiate with the Board of Directors prior.to attemptmg a takeover

The Rights, Wthh .are governed by a Rrghts Agreement dated July 9, 2001 between us and Frrst Union National
Bank, as nghts‘Agent should not interfere with a merger or other business combination approved by our Board of
Directors.

The Rights are attached to the our common stock and are exercisable only if a person or group (an “Acquiring
Person ’) either (1) acqulres 15% or more of oour common stock or (if) commences a tender offer, the consummation
&f which would result in ownership by the Acqulrmg Person of 15% or more of the common stock The Board of
Directors is authorized to reduce the 15% threshold to not less than 10% of the common stock.

In thé event the 1R1ghts'become exerc1sable,‘each Right will entltle shareholders (other than the Acquiring Person) to
buy one one-hundredth of a share of a new. series of junior participating preferred stock (“Preferred Shares”) at an
exercise price of $170.00 (the “Exercise Price”). The Exercise Price is subject to certain anti-dilution adjustments.
Each one one-hundredth of a Preferred Share will give the stockholder approx1mately the same dividend, voting and
liquidation nghts as would one share-of common stock . :

In lieu of Preferred Shares, each Rrght holder (other than:the Acqulrmg Person) will be entitled to purchase from us
at the Right’s then-current Exercise Price, shares of our common stock having a market value of twice such Exercise -
Price. In addition, if we are acqulred in a -merger or other’ ‘business combination transaction after a person has
acquired 15% or more of our outstanding common stock, each Rrght will entitle its holder to purchase at the Right’s
then-current Exercise Price, a number of the acquiring company’s common shares having a market value of twice -
such Exercise Pnce in lieu of acquiring Preferred Shares. '

Further after'a Jgroup or person becomes an Acquiring Person, but prior to acqu1s1t10n by such person of 50% or
imoére of the common stock, the Board of Directors may exchange all or part of the Rights (other than the nghts held
by the Acqurrmg Person) for shares of common stock at an exchange fatio of one share’ of common, stock for each

Right,
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Prior to the acquisition by an Acquiring Person of 15% or more of our common stock, the Rights are redeemable for
$0.01 per Right at the option of the Board of Directors.

Note 13 — Leases
Capital leases

The following is a summary of future obligations under capital leases (in thousands):
Minimum
Lease Payments

For the year endmg August 31 o - -
- 2005 . A ‘ : i S $ 2,536

2006 o 2,109
2007 1,377
2008. e . | S . 1,098
2009 and thereafter . : o : 780
Total payments , ' 7,900
Less: amount representing interest R , (1.051)
" Total debt - oo 6,849
Less: cutrent portion * ' o U (2413)
Total long-term portlon of debt - g ’ 8 4736

" We lease furniture and fixtures (which include computer hardware and software) under various non-cancelable lease
agreements. Minimum lease rentals have been capitalized and the related assets and obligations recorded utilizing
various interest rates. The assets are depreciated using the ‘straight-line method, except for certain software that was
depreciated using the double declining balance method in fiscal 2003, over either the estimated useful lives of the
assets or the lease terms, and mterest expense is accrued on the basis of. the outstandmg lease obligations.

Assets 'acquired under capital Jeases, net of accumulated amortization, are $4.7 million and $3.5 million at August
31, 2004 and 2003, respectively, and relate to leased furniture and fixtures. Accumulated amortization as of August
31, 2004.and 2003 was.$1.2 million and $1.8 million, respective‘l‘y,,

Operating Léases

We lease certam ofﬁce bu11d1ngs ‘fabrication shops, warehouse facﬂltles office equipment and machmery under
non-cancelable operatmg lease- agreements which expire at varrous times and which require various minimum
rentals Thé non- -cancelable operating leases that were in effect as of August 31, 2004 require us to make the

followmg estlmated future mlmmum lease payments:

For the year ending August 31 (in thousands):

2005 - $ 58,904
2006 49,126
2007 ) 39,204
“- 2008 DR S B 32,532
-+ 2009 o o c 29,267
"+ 2010 and thereafter : SRR ' 74101

Total future minimum lease payments ° . §.283.134

We also eriter'into short-term lease agreements for equipment needed to fulfill the requirements of specific jobs.
Any payments owed or committed under these lease arrangements as of August 31, 2004 are not mcluded as part of
total minimum lease payments.

The total rental- expense for the fiscal years ended August 31, 2004, 2003 and 2002 was approximately
$67.1 million, $67.0 million and $56.0 million, respectively.
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Note 14 — Contingencies = - . ., = S C e =

Liabilities Related to Contracts
Our contracts often contain provisions relating to the following matters:
¢ warranty, requiring achievement of acceptance and performance testing levels;
. liquidated damages, if the project does not meet predetermined completion dates; and -

. penaltiesjor liquidated damages for failure to meet other cost or project performance measures.

We typically attempt to-limit our exposure under these penalty provisions or liquidated damage claims to the
contractual fee felated to the work; however, in certain instances we can be exposed to more than the fee or profit
earned under thé terms of the contract. We also have claims from customers as:wéll as vendors, subcontractors and

~others which are considered in determining the gross margin on certain contracts subject to negot1at1on with these
parties and/or subject to litigation (see Note 20).

We also assumed two contracts in the Stone & Webster acquisition under which we were contractually obhgated to
pay a significant amount of liquidated damages or for which the scheduled project completron date was beyond the
completion date agreed to with the customer. During the year ended August. 31, 2002, based on the timing of
estimated completion”of one of the projects and the status of negotiations with’ 'the customer we “reduced total
estimated costs for liquidated damages by.approximately $10.2 million. During the year ended August 31,2004, as a
result of final settlerent of claims on the other of these projects, we reduced estimated liquidated damages to zero.
We believe e W1ll settle our estimated remaining exposure for liquidated damages on the one remaining prolect for
the $12.5 mrlhon we have reflected in total estimated costs;to complete this project. e PEREEN

Ty T e el d“ LR T -

Contzngenczes Related 10 the Stone. & WebsterAcquzsztzon e S g e

On July l4 2000 we purchased substantlally all of the operatmg assets of Stone & Webster ‘a global provrder of
engineering, procurement construction, consultlng and environmental services to the' power process ‘énvironmental
and 1nfrastructure markets We also assumed approxrmately $740 mllhon of 11ab1ht1es in connectlon w1th thrs
acqulsmon o e

r . ' . : ©, . - .
. - . Lor e e e e .
K . B Su e K Vi . . Ll

We believe that, pursuant to the terms of the acquisition agreement, we assumed only certain'specified liabilities.
We believe that liabilities excluded from this acquisition include liabilities associated with certain contracts in
progress, completed contracts, claims or litigation that relate to acts or events occurring prior to the'acquisition date,
and certain employee benefit obligations, 1nclud1ng Stone & Webster’s U.S.. deﬁned benefit plan (collectively, the
exclided 1tems) We, however, cannot provide’ assurance that we have no exposure w1th respect 0 the excluded
items because; among other things, the bankruptcy court has not finalized its’ Vahdatron of clarms ﬁled w1th the
court. The final amount of assumed liabilities may “change as a result of the val1dat1on of the cla1ms process
however, we believe, based on our review of claims filed, that any such adjusttnent to the assumed liabilities w1ll’not
' be material.

vl

NRG - Pike o
During the fourth quarter of 2002, one of our customers, LSP-Pike Energy, LLC (“Pike?), notified us that it would
not pay a scheduled m1lestone billing on the required due date of August 4, 2002. Pike is a subsidiary of NRG
Energy, Inc. (“NRG”), which was at the time owned by Xcel Energy, Inc. (“Xcel”). On October 3, 2003, we reached
an agreement for the settlement of our claims related to.the cancellation of the Pike project.”

The value of the consideration we received in the settlement agreement which included the project site. land,
materlals ‘and equlpment plus cash previously received from Prke equaled the costs mcurred and proﬁt recogmzed
on the project; therefore, no gain or loss was recognized on the settlement. The value of the matenals and equipment.
of approximately $23.9 million at August 31, 2004 is included in non-current other assets on the consolidated
balance sheet. We expect to_sell or use the materials and equipment to generate revenue from other customers over
the next several years (see Note 5 — Inventories). Coae e . .

SN S
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O R T B 6

Guarantees ‘7" - .« .7 ik

Our lenders issue letters of credit on our behalf to customers or sureties in connection with our contract performance
and in limited circumstances on certain other obl1gat1ons of third parties. We are requ1red to reimburse the issuers of
these letters of credit for any payments which they make pursuant to these letters of credit. At August 31, 2004 and
2003 the amount of outstandrng letters. of credrt was approxrmately $219 O m1llron and $164 3 mllhon respectrvely

During ﬁscal 2004, ‘customers who had been issued letters of credit in connéction with certain contracts received
payments under outstanding letters of credit of $47.9 million which we reimbursed our lenders. There were no such
payments in fiscal 2003. Of the amount of outstanding letters of credit at August 31, 2004, $190.4 million are issued
to customers in connection with contracts. Of the $190.4 million, five customers held $138.5 million or 73% of the
outstanding letters of credit. The largest single amount of outstanding letters of credit issued to a single customer on
a single project is-$48.8.million. : : »

We have also prov1ded guarantees to certain of our Jomt ventures whrch are reported under the equrty method and
are .not, consohdated on the .accompanying balance sheets. At: August 31, 2004 and 2003, we had guaranteed
approxrmately $0.7. million and $7.4 million of bank. debt or letters of credit and $69.9 million and $46.5 million of
performance bonds with respect to. our unconsolidated Jomt ventures, respectively. We would generally be required
to perform under these guarantees in the event of default by the Jomt venture. No liabilities were recorded related to
these guarantees as-of August 31 -2004. » e :

Also, see Note 18 for drscussmn of a guarantee for a Related Party

SEC[nquny - N ! . : 2.'““

On June IR 2004 we were notlﬁed by the staff of the Secur1t1es and Exchange Comm1ssmn (SEC) that the staff is
conductmg an informal inquiry relating to us. The SECthas not advised us as to either the reason for the inquiry or
its scope. The staff’s notice states that it should not be construed as ar indication of ahy improper or unlawful
conduct by us. We are cooperatmg fully with the staff’s informal inquiry; however 1f the inquiry elevates to a
formal investigation, the resolution could have a thaterial adverse effect on us.

Securities Litigation
We and certain of our current.officers have been named as defendants in purported shareholder class action lawsuits
alleging violations of federal securities laws. These types of class action lawsuits are not uncommon when there has
been a notification of even an informal inquiry by the SEC. The first filed lawsuit is styled Earl Thompson v. The
Shaw Group Inc: et al-and was filed on Juné 16,-2004 in the United' States District Court for the Eastern District of
Louisiana, €asé No: 04-1685. The complaint filed in‘thie-Thompson action alleges claims under Sections 10(b) and
Rule 10(b-5) promulgated thereunder and 20(a) of the Securities Exchange Act of 1934 on behalf of a class of
purchasers of our common stock during the perrod from October 19, 2000 to June 10, 2004, The complaint aileges,

among other thrngs that ® certain of our press releases ‘and SEC filings contained matenal misstatements and
omissions, (11) that the manner in which we accounted for cértain acquisitions was improper and (iii) that we
1mproper]y recordéd revénue on certain prolects and as’a result; our financial statements were matenally misstated
at all relévant times. The complamt does’ not spec1fy the amount “of damages sought Since the filing of the
Thompson lawsuit, ten ‘additional purported shareholder class action lawsuits have been filed and other actions may
also be commehced. Each of the additional lawstits inchides the same defendants and essentially alleges the same
statutory violations based on'the saihe or similar alleged ‘misstatements and omissions. Ten of these actlons have

been consolidated under the Thompson caption in the Eastern District of Louisiana.

In add1t1on two shareholder derrvatrve actrons styled as Jonathan Nelson v. JM. Bernhard Jr.. et al. and Larry F.
Reusche v. Tim Batfield, Jr..'et al., have been filed based on, essentrally the same allegations as the purported class
actions. The derrvatlve actions, which the plamtrffs purport 'to, be brmgmg on behalf of the Company, name certain
of ‘our directors and current and former officers as defendants, and name the Company as a nominal defendant. The
derivative suits collectively make claims of breach of ﬁducrary duty, abuse of control, gross mismanagement, waste
of corporate assets and unjust enrichment based on allegations that the named defendants committed, condoned or
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failed to identify and disclose the alleged misconduct alleged in the purported class actions, and that certain
defendants sold company stock while in possession of knowledge of the alleged misconduct. The complaints do not
specify the amount of damages sought.

Both the purported shareholder class actlon lawsu1ts and the derivative lawsu1ts are in the early stages of litigation.
We believe our : financial statements were prepared in accordance with GAAP and that none of our press releases or
public filings contamed misrepresentations or omissions. Accordingly, we intend to defend the Company and our
directors and officers vigorously against each of these actions. Although it is not possible at this early stage to
predict the likely outcome of these actlons an adverse result in any of these lawsuits could have a material adverse
effect on us. :

Other Matters

ln the normal course of business activities, we enter into' contractual agreements with customers for certain
construction services to be performed based on agreed upon reimbursable costs and labor rates. In some instances,
the terms of these contracts provide for the customer’s review of the accounting and cost control systems to verify
the completeness and accuracy- of thé reimbursable costs invoiced. These reviews could result in reductions in
reimbursable costs and labor rates previously billed to the customer. Additionally, we perform work for the U.S.
Government that is subject to _continuing: financial and operating reviews by governmental agercies. We do not
believe that any such reviews: w1ll resultid a matenal change to our financial posmon or results-of operatlons

We maintain hablhty and property insurance agamst various risks in such amounts as we. con51der necessary or
adequate in the circumstances. However, certain risks are either not insurable or insurance is avallable at rates Wthh
are considered unecononncal : :

In the normal course of business, we become involved in various litigation matters including, claims by third parties

for alleged property damages, personal injuries, and other matters. We have estimated our potential exposure, net of
insurance coverage; and have.recorded reserves in our financial statements as appropriate. We do not anticipate that

the dlfferenceslbetween our estlmated outcome of these claims and future actual settlements could have a material

effect on our ﬁnanmal posmon or results of operatlons - :

Note 15 - Busmess Segments, Operatlons By Geographlc Regnon And MEJOI‘ Customers
Business Segments

We segregate our business activities into three operating segments: Engineering, Construction & Maintenance
(ECM) segment, Envnonmental and Infrastructure (E&I) segment and Fabrication, Manufacturmg and Distribution
segment Co - . .

The ECM segment prov1des a range of pro;ect-related services, mcludmg de51gn engineering,. construction,
procurement, maintenance, technology and ‘consulting services, pnmanly to the power generatlon and process
industries. | - . . : : - _

The E&I segment prov1des env1ronmental consultmg, engmeenng, constructlon remediation and facilities
management services (primarily for government and military facilities). This, E&I segment primarily reflects the IT
Group. vaulSItIOn for which goodwill of $113.2 million was recorded. Additionally, goodwill of approximately
$72.5 million was allocated to the E&I segment from the ECM segment as certain operations were integrated into
the E&I segment in fiscal 2002. Revenues from env1ronmental and infrastructure operations and related expense
items that had. prev1ously been reported in the ECM segment durmg fiscal 2002 but were incorporated into the E&I
segment have been estimated and restated to the E&I. segment It was not practlcal to develop this information for

fixed asset ancl long- -lived asset purchases e B

The Fabr1cat1on Manufacturmg and Distribution segment provides integrated piping systems and services for new
construction, site expansion and retrofit prOJects for industrial plants. We operate several pipe fabrication facilities in
the United States and abroad. We also operate a manufactunng facility that provides-products for our pipe
fabrication services operations, as well as to third parties. In add1t10n we operate several d1str1but10n centers in the
Umted States Wh1ch distribute our products to th1rd partles
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Business Segment Data

The following table presents information about segment profit and assets (m _thousands):

Fiscal 2004

Revenues from external customers

Intersegment revenues

Interest income

Interest expense

Depreciation and amortization

Income (loss) before income taxes

Earnings (losses) from unconsohdated entities

Goodwill

Total assets

Investment in and advances to equity method
investees (excluding EPC joint ventures)

Purchases of property and equipment

Increases (decreases) in other assets, long-
term, net .

Fiscal 2003

Revenues from external customers

Intersegment revenues

Interest income

Interest expense

Depreciation and’ amortlzatlon )

Income (loss) before income taxes

" Earnings (losses) from unconsohdated entmes

Goodwill

Total assets

Investment in and advances to equlty method
investees (excluding EPC joint ventures)

Purchases of property and equipment

Increases (decreases) in other assets, long-
term, net

Fiscal 2002

Revenues from external customers

Intersegment revenues

Interest income

Interest expense

Depreciation and amortlzatlon

Income (loss) before income taxes

Earmnings (losses) from unconsolidated entities

Goodwill

Total assets

Investment in and advances to equity method
investees (excluding EPC joint ventures)

Purchases of property and equipment .

Increases (decreases) in other assets, long- - .
term, net
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Fabrication,
Manufacturing
- and
ECM E&I Distribution . Corporate
'$1,567,236 $1,329,404  $180,305 $ —
6,207 877 10,883 | —
- 825 175 285 433
. 2,341 . - - 526. co 142 35,420
8,994 12,536 5,035 34,202
(38,361) 85,353 10,216 (92,432)
_ 4,125 (1,496) (51)
318,745 189,058 14,980 —
772,831 582,908 276,822 454,792
— 16,501 4,916 (2,311)
7,845 13,744 1,851 8,067
(299) 14,842 (242) (3,578)
. -$1,840,291 $1,203,795 $248,718 $ —
31,561 4,023 7,307 —
2,523 263 79 2,541
1,212 276 17 30,538
22,447 6,229 6,626 9,295
(1,77%) 88,288 16,128 (67,294)
— 1,686 (1,234) (3,431
- 298,486 188,432 24,458 —
739,941 550,789 274,512 465,533
— 1,600 14,498 (2,231) -
4,285 8,145 4,862 8,929
27,431 (992) 1,090 4,456
$2,276,419 $ 489,783 $382,875 $ —
9,484 274 5,376 : —
1,849 132 112 9,425
1,269 272 19 21,468
9,822 2,672 7,325 8,560
118,207 36,502 51,435 (58,221)
— — (1,152) 2,855
289,347 185,825 23,832 —_
1,002,072 641,121 316,097 458,664
— 14,856 4,618
10 470 . 4,276 4,509 54,691
(3 812)- 31,971 . (746) 6,050

Total

$3,076,945
17,967
1,718
38,429
60,767
(35,224)
2,578
522,783
2,087,353

19,106
31,507

10,723

$3,292,804
42,891
5,406
32,043
44,597
35,347
(2,979)
511,376
2,030,775

13,867
26,221

31,985

$3,149,077
15,134
11,518
23,028
28,379
147,923
1,703
499,004
2,417,954

19,474
73,946

33,463




Segment net income (loss) before taxes does not include any corporate management fees. Corporate management
charges to segments were $52.6 million, $52.5 million and $52.7 million for the years ended August 31, 2004, 2003,
and 2002, respectively. In the year | ended August 31, 2003,.Corporate -began allocating: certain deprematlcm to. its
segments; however, such assets remain at the Corporate level. The total depreciation allocated is as follows (in

thousands): ch ey
y S
P T Fabrication,
T AR TR TN Manufacturing & -

B T ECM_~ _E&I Distribution Corgorat Totaﬁ
YeérEndedAugust3l 2004 00w s o % 4,8250.81,315 $:258 . 8— 0 $ 6398
Year Ended August 31, 2003 . . 12 208 44 L - o e e 12,252
A’reeonelhatlon of total segment assets to total consohdated assets is as follows (in thousands): e &

] T . . Lt ~‘=,«.1'r. ,
o Lasd EERS I ' el a A gust31 <
SR P 2004 2003 2002

s R Losr L Ao 0" s
Total segment assets ‘ 8 2,087,353 8. 2,030,775 $ 2,417,954
Elimination oft intercompany receivables T . (10,299) - (13;385).: . (109,289)
Income tax entries not allocated to segments... - e (46,947)... . (33,277),... (7.271)
Other consolidation adjustments and ehmmatlons - v (71) L0l 12002 - ~(248)
Total consohdated assets < .. L e RO $ 2,029,936 § 1986115 $ 2,301,146
Operations by Geographic Region : .

The following tables pfesent geographic revénues.and long-lived assets (in thousands): -+ -+~ -
S Lo For The Year Ended August 33,
B LT ‘ 2004 S "'1"'200'3 '32002‘ ‘
Revenues: S - A;::s“g.ﬁiw\ S 5o ‘

-United States - - Co R $ 2,511,629 $ 2 800, 935 $ 2, 737 332

CanadaZ " - Do LR 74,520 127,684 . 108,186

China ‘ . Cob e 154,435 00.0162,174 . - 88,147

Other Asia/Pacific Rim countries LR o fe068,9900 o 571708 57,996

Unitéd Kingdom — IR S 80,832 . . - 76,569 - . . 88,758

Other European countries . e 15,431 .00 125297 7 -014,930
-South America and Mexico - T e 7,158 14,677 27,588

Middle East o 151,315 11,950 10,764

Other ' : 12,635 15,810 * 15,376

‘ v $ §,QZ§,2 § 3,222,§Q § 3!1424222
i August31,» L :
S ! S v 2004 2003 . .2002

R e ot ' KRR BN DR R S O
Long-Lived Assets: Lo Lt DL S T S SELAE R T R
-United States . o . ot - $-320,297, §, 324,575 S 293,503

United Kingdom o RCRS T _ 6,981 6,854 14,078
. Other foreign.countries K : T e ot 21,487 28947  ..46.459

‘ -3 34§E zg § 360,376 $ 354424

Revenues are armbuted to geographlc regions based on locatlon of the prolect or the.ulnr‘néte destmatlon of the
product sold. Long-lived assets include all long-term assets, except those specifically-excluded under SFAS No 131
such a$ deferred income taxes and securities availdble for.sale - SRR
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Informatlon about Ma]or Customers

Our. customers are pnncrpally major mult1 natronal mdustnal corporat1ons 1ndependent and merchant power
producers, governmental agencies and equipment manufacturers. For the years ended August 31, 2003, and 2002,

revenues from two customers owned or controlled by the same company totaled approximately $436.0 million or
13% and $676.0 million or 21%, respectively, of our revenues. For the year ended August 31, 2004, one U.S,
Government customer had revenues of $393.0 million (13% of our revenues). For the years ended August 31, 2004,

2003 and 2002, revenues from, U.S. Government-agencies:or entities, owned by the U.S. Government totaled
, approx1mately $1, 170.0 mrlhon (38% of revenues), $948 9 million (29% of revenues) and $363 0 million (11%. of
revenues), respectrvely e ¢

'
Fry

Export Revenues

For the years ended August 31, 2004 2003 and 2002 ‘we have 1ncluded as part of our 1ntemat10nal revenues
approximately $180.7. ‘million,’ $280 7: million -and $215.0 million, respectlvely, of exports from our domestrc
- facilities. ' G R : W

Note 16 — Earnings Per Common Share
The eomoutation‘of basic'fan'd diluted earnings per-share (in thousands, except per share data) is set forth below.

For The Year Ended August 31,

2004 2003 2002
Basic: . S N
Income (loss) from contmumgsoperatrons P B RN (26 306) $ 20, 619 $ 96,494
(Loss).income from-discontinued operations, net of taxes. . .. oo (4.669) .- 247 . 1,873
Net income (loss), . ., , - S oL $ (30975) $ 20,866 § Qg-agg;z
"Werghted average common shares N | S B C 58005 37914 40,834
Income (loss) from cont1nu1ng operat1ons per common share . : $ (045 $ 054 3 2.36
. (Loss) income-from discontinued operations, net of taxes -~ . = : oo (008 - 001 . 005
Basic net income- (loss) per common share - S oo $ (053) § 0558 241
Dllutlve o - ,, S Do
Income (loss) from continuing operations ‘ $ (26, 306) $ 20,619 § 96,494
Interest on convertible debt, net of taxes . - . o — 10,697
'Income (loss) from contmumg operations for drluted computanon N V2.3 306) . .20,619 107,191
(Loss) income from discontinued operations, net of taxes (4.669) ' 247 1.873
Net i income (loss) for d1luted computatron o ey e 3 (30.975) § 20.866 §_109,064
Werghted average common. shares (bas1c) S e <0 b 58,005 737914 '40,834
‘ Effect of d1lut1ve secur1t1es ‘ . . . . ‘ : a T R ‘ ,' | »
Convertlbledebt ‘&4 e me e et e e .o/ . 6,556
Stock options '“'“ ST s N T 848
Restricted Stgck o T = —. —
'Adjusted welghted average common | shares and assumed conversrons 58,005 __38355 48,238
. Dilufed income (los$)'from contiriuing operations per comfmon share-- <0 §74(0.45) $ 0538 . 222
.-(Loss) income from discontinued operations, net of taxes T s e e (0.08) -0:01 - 0.04
Diluted net income (loss) percommon share.. *. ... w0 T 0 8 0 (0,53) $ B ’o_ﬁ $ - 2.26’
Weighted-average inicremental shares that were excluded from the calculation of d1luted income (loss) per share
because they were. antrdﬂutrve were as follows. (1n thousands)s~ »." © + . PRI LI _ ‘
o | ‘...L,‘;f‘_.j SO -,f.i A ‘_A;Fori‘T.he‘YearlEnded August 31, -
T S 2004 . _ 2003 2002 -
Welghted-average1ncremental shares e T A I
Stock options = e e ) 5,148 1,706 142
Restricted'stock =~ L e e 467 . — —
"LYONSs conveitible debt ~ = o Co e T 994 5154 0 7 —
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For the year ended August 31, 2002, we reported diluted earnings per share to reﬂect approxrmately 6, 556 OOO
additional shares on the ba51s that the LYONs would be converted mto common stock at a'rate of 8. 2988 shares per
$1; 000 matunty value e o ‘ 2

A

[T

Note 17 Employee Benefit Plans  ~ - e \:"." ’
We have'a 1993 Emp]oyee Stock Optron Plan or the '1993-Plan, under Wthh both quahﬁed and non-quahﬁed
options and restricted stock may be granted. ‘As of August 31, 2004, approxxmately 3,844,000 shares of common
stock were authorized for issuance under the 1993 Plan. The 1993 Plan is administered by a committee of the Board
of Directors, which selects persons eligible to receive options and determines the number of shares subject to each
option, the vesting schedule, the exercise price, and the duration of the option. Generally, the exercise price of any
option granted under the 1993 Plan cannot be less-than 100% of the fair market value of our common stock on the
date of grant and its duration cannot exceed 10 years. Both qualified options and non-qualified options have been
granted under the 1993 Plan. The options awarded vest in 25% annual increments beginning one year from the date -
of award. .

Shares of restricted stock are subject to risk of forfeiture during the vesting period. Restnct10ns related to. these
shares and the restncnon terms are determined by the committee. Holders of restricted stock have the right to vote
the shares.

In conjunction with the Stone & Webster acquisition, we established the Stone & Webster Acquisition Stock Option
Plan, or the Stone & Webster Plan. The purpose of this plan was to award options to our ‘employees who were not
officers.of our company, as defined in the plan documents, and who were either (a) émployed by our company as a
result of the Stone & Webster acquisition or (b) instrumental to the Stone & Webster acquisition. At August 31,

2004, 1,071,000 shares of common stock were authorized for issuance under this plan.. The Stone & Webster Plan is
. administered by a committee of our Board of Directors, which selects persons ehgxble to receive options and
determines the number of shares subject to each option, the vesting schedule, the-exercise price, .and the duration of
the -option. The exercise price of any option granted under the Stone & Webster Plan cannot be less than 100% of
the fair market value of our common stock on the date of grant and its duration cannot exceed 10-years. Only non--
qualified options have been granted under the Stone & Webster Plan. The options awarded vest in 25% annual
mcrements begmnmg one year from the date of award: :

All optlons androther grants 1ssued under the Stone & Webster Plan and the 2001 Plan become fully exerc1sable
upon a change in control of our company. g , .

Dunng fiscal 2001 ‘we established the 2001 Employee Incent1ve Compensatlon Plan or the 2001 Plan under which
both qualified and non-qualified stock options, stock appreciation rights, performance-shares -and restricted stock
may be granted As of August 31, 2004, approximately 5,000,000 shares of common stock were authorized for
issuance under the 2001 Plan as the Board of Directors authorized 1,500,000 shares of common'stock during fiscal
2004 and 1,500, 000 shares of common stock during fiscal 2003 in addition to the 2,000,000 shares of cotmion ‘stock
authorized upon;adoption of the 2001 Plan. The 2001 Plan is administered by a committee of the Board of Direcfors,
which selects persons eligible to receive awards.and_ determmes the number of shares subject to each award "and
terms, conditions, performance measures, and other provisions of the award. The exércise price of any’ option
granted under the 2001 Plan cannot be less than 100%.of the fair market value-of our common stock on the date of
grant and its dufation cannot exceed ten years. Both qualified optlons and non-qualified options have been granted
under the 2001 Plan The optlons awarded under the 2001 Plan vest in'25% annual increments begmmng one, year
from the date ofjaward. . ,
S S N O L T

Our 1993 Employee‘ Stock Option Plan and 2001 Employee Incentive Compensation Plan allow. for the issuance of
restricted stock awards that may not be sold or otherwise transferred until certain restrictions have lapsed. If
termination of. employment occurs prior to the lapse of these restrictions, the shares must be returned to us. During
fiscal 2004, we: granted 594, 872 -shares of restricted stock to certain employees including our Chief Executive
Officer, Chief F manc1al Officer and our President and Chief Operating Officer. In addition, we have agreed to issue
future restncted stock awards under these employee stock plans totaling 98,000 shares to our Chief Exécutive
Officer and our PPresident and Chief Operating Officer. During fiscal 2004, we have recorded unearried stock—based
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compensatlon as a component of shareholders’ equity of $7.7 million, related to these restricted stock grants which
is being amortized to compensation expense over the period the restrictions lapse- (generally 2 to 4 years). For the
year ended ‘August 31, 2004,-$1.5 million and $0.2 million of" stock-based compensation expense is included in
general and administrative expenses and costs ‘of sales; respectwely, on the accompanymg statement of operations
related to these restricted stock grants N , ‘

e
\

In ﬁscal 1997 we adopted a Non- Employee Director Stock ‘Option Plan or the Directors’ Plan. Members of the
Board of Directors who'are not.or were not an officer or employee of our company during the one year period
preceding the date the director is first elected to the-Board of Directors -are eligible to participate in the Directors’
Plan. Committees of two-or more members of the Board of Directors who are not eligible to receive grants under the
Directors’ Plan administer this plan. Upon adoption, options to acquire an aggregate of 40,000 shares of common
stock were issued. These options vested in. 25% annual increments beginning one year from the date of award.
Additionally, each eligible director is granted an option to acquire:1;500 shares of common stock on an annual basis
upon his election or re-¢élection to the Board of Directors. These options vest otie year after the date of award. A total
of 300,000 shares of common stock have been authorized for issuance under the Directors’ Plan.

The following table summarizes.the activity in our stock 'option plans:

s L N Lo oo Dl - BN

1ae

o . Weighted

L b - Average -
. .- v~_Shares .-  Exercise Price
'.Outstandmg at Septemberl 2001 Co. 3211373 § 1550
Granted =~ o o, 845000 26.28
Exercised =~ T T (235,190) 9,61
Canceled (21,750 21.82
Outstanding at August31 2002 ) 3,799,433 18.21
- Granted ST 1,298,100 14.38
Exercised © = =~ - C (119,194) o420
-~ Canceled T T +1(309,500) 2472
.. Outstanding at August 31, 2003 IV 4,668,839 17.30
- Granted ) o 01,070,311 - 11.19 .
Exercised . - o (38,750 492
Canceled _(258.250) 20.27
- Outstanding at August 31,2004 . . . . 5442:150 - $1605 . -
- Exercisable at August 31, 2004 .- 3193955 - $:1685 .

r,

The following table summarizes information about stdck eptioﬁs outstanding as of August 31, 2004:

Options Outstanding Options Exercisable

Weighted ~Weighted - .. - .- Weighted

- Average . . Average. . - Average
Range Of - Number Remaining Exercise Number  Exercise
Exercise Price _: - Outstanding Contract Life Price Exercisable . Price.
$ 3.38-% 8.25 813,489 410 Yrs $ 436 811,239 3 435
$ 8.71-812.94 1,225,311 898 Yrs $ 10.98 91,250  $ 1042
- $13.33-816.98 1,034,350 8.16 Yrs $ 15.00 1275842 - '8 1496
$20.00.- $21.00 * < 1,612,750 5.73 Yrs $20.95 ' 1,612,750 $ 20.95
- $23.84 - $27.00 603,750 725 Yrs $ 2591 305,999  $25.90
$28.46 - $31.75 72,500 770 Yrs $ 30.14 36,250 $ 30.14
$33.75- 83435 25,000 629 Yrs - $3387 - 17,500 $ 3384
$41.50 - $41.50 47,500 6.37 Yrs $ 41.50 737,500 $41.50
$4429 84429 2,500 641 Yrs $ 4429 1,875 $ 44.29
$51.51 - 85151 5,000 6.54 Yrs $ 51.51 3,750 $ 51.51
i 5,442,150 6.89 Yrs $ 16.05 3,193,955 $ 16.85
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bargarmng agreements The - plan prov1des for. the -eligible employee 10 contr1bute a percentage »of annual
compensation,. subject to an annual limit as determined under federal law, with us matching 50% of the employee’s
eligible contrrbutlon up to 6% of the employee’s annual compensation. Our expense.for this plan. for the years ended
August 31, 2004 2003, 2002, was approximately $11.0 million, $10.8 million and $8.0 million, respectively. Our
401(k) profit sharmg plans; offer the employees a number of -investment choices, including -investments in our
common stock.;The plan purchases-these shares on the open market. At August 31,2004 and 2003; our-401(k) plan
owned 1,138, 943 shares and 860,343 shares; respectively; of our.common stock. The fair value of the common stock
~ owned by the 401(k) plan was $11.7 million.as ofAugust31 2004, L L ey e st
Loy e e - gt Ly e : .

We have other ‘deﬁned contnbutron plans at certam of our, domestlc and forelgn locat1ons These plans allow the
employees to contribute a portion of their-earnings-with us,;matching a percentage of:the employee’s: contributions.
The amounts conmbuted by-the employee and-by:us vary by plan.-Our expense-for these-plans was approximately
$0.9 million, $O 8 mllhon and $1.2 million, for. the years; ended: August 31,2004, 2003, -and 2002, respectively.

Our subsidiaries in the U XK. and Canada have deﬁned b'eneﬁ’_t Jplans-covering their;employees: The first.U.K. plan is
a salary-related;plan for certain employees and admittance to this plan is now closed. The employees in this plan
contribute 7% of their salary. Our contribution depends on length of service, the employee’s salary at retirement,
and the eamlngs of the plan’s investments. If the plan’s earnings are sufficient, we make no contributions. The
Canadian plan is noncontributory, and the benefits are based primarily on years of service and employees’ career
average pay; admittance-to this plan is now closed. Our policy is to make contributions equal to the current year
cost—rermbursable amortization of prior service cost. The second U.K. plan is contrlbutory and the benefits are based
primarily on years of service'and employees’ . average pay during their last ten years of serv1ce For the years ended
August 31, 2004, 2003, and 2002, we recogmzed expense of approximately, $4.8 mxlhon $3 -9 million and $1.0
million, respectively, related to these plans _—

At August 31, 2004 and, 2003 we had minimum pension plan llablhtres of $2O 9 mrll10n and $20.9 million,
respectlvely, for our three defined benefit retirement plans. This liability is required to be recognlzed on the plan
sponsor’s balance sheet when the accumulated ‘benefit obligations of the plan exceed the fair value of the plan’s
assets. In accordance with: SFAS No. 87; ”Employers Accounting fdr, Pensions,” . .the ‘increase in the minimum
liability is recorded through d direct charge to"stockholders’ equity and is, therefore, reﬂected, net of tax, as a
component of comprehensrve -income in the Statement of Changes in Shareholders’ Equ1ty

The following table sets forth the pension co ‘for the defined benefit plans wé'have sponsored and‘the plans’ funded
status as of August 31, 2004, 2003, and 2002 ‘in accordance with thé-provisions of SFAS No. 132, “Employers’
Disclosure about Pensions and Other Postret1rement Beneﬁts (1n thousands)

'*,:,l ;v( - R Lo S F R

For The Year Ended August 31,

Change In Progected Beneﬁt Obhgatlon e
Projected benefit obl1gat10n at thestart of the year

_2004

2003

2002

$§ 99,890 $ 90,123 § 78,526

Service cost . " T SO - 2,499 - 2,248; 1,818
Interest cost » . *cume 4 e LA 6,04}‘8” 5,186 -, 4,676
Members’ contnbutlons 1,013 811 714
Actuarial loss/ (gam) o e . (1,222) - ., 3,337 3,532
Benefits paid , ; : v , 241) ) (4 584) (3,740)
Forelgn currency exchange rate changes . 12,139 -- 2.769 . 4.597
PrOJected benefit obhgatron at the end of the year 115,126 _: -99.890 ~. 90,123
Change In Plan Assets I - S e,

Fair value of the assets at the start of the year - R 73,977, . 68,764 . 73,554
Actual return on plan assets ' S t 4,794« 4,357 (6,953)
Employer contributions L T 3,469 ..:2,366 1,752
Employee contrlbutlons - N 1,013 . .-, 811 714
Beneﬁts paid-. v o Tt - (5,241) (4,584) (3,740)

122




, et ' ‘ g _ + _For The Year Ended August 31,
ChTeo ot < 20040 2003 2002
Eoreign currency gxchange rate changes. .~ - - . - . . el 09262 - 2263 . 3437
Fair value of the assets at the end of the year, ., L e 87274 _ 73977 __ 68.764
Funded status . .. . I . L S .(27,852)  (25913)  (21,359)
Unrecognized net Ioss/ (gam) ’ S 33,687 31,934 . 28,396
Adjustment to recognize minimum liability (20.887) _ (20, 922) LO 180)
Prepaid (accrued) beneﬁt cost o ' ‘ o8 (15,052) § (14901) $_ (3,143)
Components ‘of Net Periodic Benefit Cost and Increase in Mxmmum ’ L
Pension Liability

Service cost ‘ $ 2499 $§ 2248 § 1,818
Interest cost . o T 6048 5,186 4,676
Expected return on plan assets (5,956) (5,349) (6,291
Amortization of net (gain) loss P S TRV oo 1,998 1,492 811
Other 227 344 9
Total net periodic benefitcost . - = .o - oo - 8 48168 3921 § - 1,005

For The Year Ended August 31,
2004 2003 2002

Increase (decrease) in mmlmum penswn liability included in other
comprehenswe income

£

$ 2223) 57014 § 7126

Assumptlons '

For The Year Ended August 31

‘ 2004 2003 2002

Weighted-Average Assumptions Used to Determine Benefit Obligations

at August 31:
Discountrate. . ..o\ .. oson D, U0 T e -+ 5.60-6.00% 5.50-6.00% 5:50-6.50%
Rate of compensation increase e T - «4.00-4.90% 4.00-5.00%. 4.00-5.00%
Welghted-Average Assumptlons Used to Determme N et Penodle ) e g

‘Benefit. Cost for Years Ended August 3 e . et ,
DlSCOIlIlt rate at end of the year - 5.50- 6 00% s 50 6.50% 5.,50-6.50%
Expected return on plan assets for the year ‘ 7.00-7.75% 7.00-8.25% 7.75-8.00%
Rate of compensation increase at end of the year _},4.25 -5.00% 4.00 5.00%. 4.40-5.00%

The accumulated benefit obhganons for all pension plans exceeded plan assets and was $102 .3 million and $89.3.
m11110n for the years ended August 31 2004 and 2003 respectlvely

Plan _A,s__s‘ets, Investment _P‘;o:licies' au'(14,Strateg‘ies and, Expected Long-Tefﬁ,Rate of Reéturn on Plan Asseft's )

Pensjpn 'plan,;weigntedfauefaée asset_allocanons atAugust 31, 2004 ‘and 2003, by asset c‘ategory are as fglchs,:.f'

A L S
o . . - . . At August 31,
Asset Categogy T e e e C_ 2004 2003
[E N ML A B . - ,," B o T RIS ~ . : .
Eqwty Securltles N L Sl e T 646%  64.6%
DebtiSecurities: ni-:: 5 g, LT TR o T L 309%  30.0%
Other. N E IR A G SO Coee el o T o A45%. . 5.4%

Total S e culh Ao T : _].D_O_.Q% 100.0%"

The Company and Trustees of the plans are respon51ble for ensunng that the mvestments of the pensxon plan are
managed in a prudent and effective manner, and at a reasonable cost, so that there will be sufficient amounts to meet
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the defined: benefits as they come due. To this end, the investment objective is to strike a balance between
maxrmrzmg return and m1n1m1zmg the various fundmg nsks

Each plan has a target asset allocation that varies investments among equity; debt and other investments. On a
combined basis, target asset allocations range from 20% - 80% for equity securities, 15% - 75% for debt’ securltles ..
and 0% - 20% i in other mvestments Depending on market conditions, the broad asset class targets may vary from
the stated allocatlons v
In estrmatmg the expected return on plan assets the Company consrders past performance and future expectatrons
for the types of investments held by the plan as well as the expected mix of the types of 1nvestments held by the
plan . .

Contrlbutlons and Benefit Payments

We expect to contnbute $4 4 million in total to the plans in fiscal 2005.

The following beneﬁt payments are expected to be paid from the Plans (in thousands):

S Cee _ . Pemsion ~ Other
Fiscal Year ’ ' __Benefits Benefits
2005 ‘ $ 5,407 $ —
2006 S 5,440 1
2007 o | S L5582 2
2008 - o i S ' 5,790 4
2009 o ' 5,991 : 6
2010-2014 EEoTS R o0 733388 . e 51

In addition to the pension plans disclosed above, we have a defined benefit pension plan for certain employees of
our Connex subsidiary. Effective January 1, 1994, no new participants were admitted to the' plan. The pension plan’s’
benefit formulas generally base payments to retired employees upon their length of service. The pension plan’s
assets are invested in fixed income assets, equity- based mutual funds, and motiey market finds. At August 31, 2004
and 2003, the fair market value of the plan assets was $1.3 million and $1.2 million, respectlvely, which exceeded
the estrmated prOJected benefit obhgatron

Note 18 Related Party Transactions

We have entered into employment agreements w1th our Chief Executive Ofﬁcer Chref Operating Officer, Chief
Financial Officer, and Executive Vice-President and Chairman of the Executive Committee. Under the terms of the
agreements, the executives are entitled to receive their base salaries, bonuses and other employee benefits for the
periods of time specified therein. In'the event of termination of employment as a result of certain reasons (including
a change in control of our company), the executives will be entitled to receive their base salaries and certain other
benefits for the remaining term of their agreement and all options and similar awards shall become fully vested.
Addrtronally, in the event of an executrve s death, his estate is entitled to certain payments and benefits.

In 2001, our employment agreement with our Chief Executive Officer was amended to provide a non-compete
clause upon the Chief Executive Officer’s separation from our company. The amount of the non-compete payment
will be $15.0.million and was based upon an outside study of the fair value of non-compete provisions.- We also
agreed to set aside $5.0 million per year of our funds in fiscal 2001 through 2003 in order to fund this obligation,
and, thereforé, as of August 31, 2004 and 2003, $15.0 million is invested in a separate fund and is included in other
.- long-term assetsiin the accompanying consolidated balance sheets. The $15.0 million payment is due upon the Chief
Executive Officer’s separation for any reason from our company, or upon change in control Upon separatlon from
“our company, we w111 amortrze the payment over the non- compete penod T e i

1
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Upon hiring certain senior managers, we paid signing bonuses that are repayable should the employee voluntarily
terminate prior to- a prescribed time. These repayment obligations are evidenced by non-interest bearing loan
agreements that are forgiven over time. The impact of discounting such loans to record interest income is not
significant. The balance of the senior management loan receivables as of August 31, 2004, 2003, and 2002 was
approximately $1.2 million, $1.9 million, and $3:5 million, respectively. There are no loans outstanding to the Chief
Executive Officer, Chief Operating Officer, Chief Financial Officer or-General Counsel. In the ordinary course of
business, we have also made other loans to other employees. All of these loan balances are included in other assets. -

During fiscal 1996, we entered into a non-compétition agreement with a key employee of an acquired business with
a related asset of $2.0 million, which was amortized over eight years using the straight-line method and is fully
amortized at August 31, 2004. ‘

During fiscal 2002, one of our directors was thé majority owner of a construction company that was used by us as a
subcontractor on one of our projects. During fiscal 2002, we made total payments of approximately $20.8 million to
these two companies and owed one of the companies approximately $7.8 million as of August 31, 2002. The
contract with this construction company was terminated as a-result of a project cancellation and no payments were
made pursuant-to it for the years -ended August 31, 2004 and 2003. He also had-a minority interest in the
construction company that built one of our leased buildings; the director divested himself of this interest in fiscal
2002.

Effective August 1, 2002, we entered into a ﬁve -year watercraft lease with a corporatlon owned by an executwe
officer of one of our-operating divisions. The lease payments are $10,000 per month.

In January 2003, our subsidiary, Stone & Webster, Inc., was awarded a subcontract to perform engineering services
for a company (the “Related Company”) for whom an executive officer and a significant ownér is the brother to our
Chief Executive Officer for- total consideration of approximately $2 million. In connection with the services
agreement, we entered into a guaranty agreement with the Related Company under which we agreed, under certain
circumstances, to guarantee the payment of certain sums which may be owed by the Related Company to its client
under a performance-based services and equipment contract. That guaranty, by its terms, may be assigned by the’
Related Company to its client. We also entered into an indemnification and fee agreement between us and the
Related Company pursuant to which, among other things, the Related Company must pay us an annual fee in
consideration for our entering into the guaranty agreement. The amount of the annual fee varies, but totals
approximately $0.8 million over the 20-year term: Although we believe the probability we will have to make any
payments under the guaranty agreement is remote, we have recorded the guarantee at its fair value of approximately
$0.3 million. We have the right, but not the obligation, to take over all of the Related Company’s rights and
obligations under its contract with the customer, if a demand by the customer under-the contract with the Related
Company ever-occurs and remains unsatisfied. We expect that we will not be required to make any payments under
the guaranty agreement, but the maximum potential amount of future payments' (undiscounted) we could be required
to make would be approximately $13 million over the 20-year term of the contract.

Note 19 - Forelgn Currency Translatlon and Transactlons

As of August- 31 2004, all of our significant foreign subsidiaries maintained thelr accounting records in their local
currency (prlmanly British pounds, Venezuelan Bolivars, Australian and Canadian dollars, and the Euro). The
currencies are converted to U.S. dollars with the effect of the foreign currency franslation reflected in “accumulated
other comprehensive income (loss),” a-component of shareholders’ equity, in accordance w1th SFAS No. 32,
“Foreign Cmency Translation,” and ‘SFAS No. 130, “Reporting Comprehensive Income.” Foreign currency
transaction gains or losses are credited or charged to income. At August 31, 2004 and 2003, cumulative foreign
currency translation adjustments related to these subsidiaries reflected as a reduction to sharcholders’ equity
amounted to $3.5 million and $6.4 million, respectively; transaction gains and losses reflected in income were a loss
of $2.7 million during fiscal 2004, a gam of $0 1 million durmg fiscal 2003 anda 10ss of $1 2 m11hon during fiscal
2002, respectively. -

Note 20 - Claims On Major Contracts

General Discussion of Claims on Contracts
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. T AT R L . - .
Claims are amounts in excess of the ongmal contract price: (or orrgmal contract price. ad]usted for approved change
orders) .that we seek to collect from our. customers -for, ;delays, errors in specrﬁcatrons and designs, contract.
terminations, change orders in dispute-or. unapproved as 1. both-scope. and price, or other causes-of. unant1c1pated
additional costs. Backcharges and clalms against - vendors subcontractors. and - others are_included in, our. cost
estimates as a reduction in total estimated- COSts. when recovery of the amounts is probable and. the ‘costs- can be
reasonably estlmated o e e ot n e g S e

’

We refer to these claims from customers and backcharges and claims against vendors, subcontractors and.others as '
“claims.” As a result, the recording of claims i increasesgross margin or reduces. gross.loss on the related prOJects in,
the penods the claims are reported.  ~ RS

When calculating the amount of total gross.margin or loss on a,contract, we include claims against our customers as
revenue and clarms from vendors, subcontractors and others as. reductlons in cost.of revenues when the collection is
deemed probable and the amounts-can be-reliably estlmated Includmg claims in this. calculation increases the gross
margin (or reduces the loss) that would otherwise be recorded. without .consideration of the. clatms :Claims are.
recorded to. the extent of costs incurred and include .no proﬁt ¢lement. In-most cases, the, clalms 1ncluded in-

determmlng contract gross margin are less than the actual clalm that w1ll be or has been presented

When recordrng the revenue and the associated receivable for claims, we accrue an amount equal to the costs
incurred related to claims. Claims receivable are included in costs and estimated earnings in excess of billings on the;
consolidated balance sheet. Clarms also include expected rehef from liquidated damages, ‘which are excluded from
recorded costs.

3
e

A summary of Jour significant claims related to our major pro;ects for the years ,ended August 31 2004 and 2003.is
discussed below Significant claims at August 31, 2004 and 2003 relate primarily to three contracts, most of:which.
are complete or substantially complete We are actlvely engaged in clalms negotlatron with these customers or have
commenced legal proceedings. The amounts. mclude .claims from customers,. subcontractors .and vendors as well as
reheffroml1qu1dateddamages L S e e

The Covert & Harquahala PrOJects .
Early in fiscal 2002, we entered mto two target—pnce contracts wrth a customer PG&E Natlonal Energy Group, Inc ,
{NEG), and its project entities, to. provtde EPC services for. two gas- fired combmed—cycle power plants .in Covert,.
Michigan anlearquahala Valley, Arizona. In October 2002, the parent company -of NEG, PG&E Corp.. (PG&E)
announced that NEG had notified its lenders that it drd not intend to make further, equity contributions required
under the credit facility to fund the. Covert and Harquahala prolects We believed this notice ralsed doubt, about.
whether we would continue to be paid, for the. work we perforrned under these Afarget-price contracts. _ . R

In May 2003 after extensive negotratrons w1th NEG’s pro;ect entrtres NEG and therr lenders we reached a
definitive settlement agreement for settlement of claims existing as;of that date related to the.Covert and Harquahala
projects. The settlement provided for fixed-price EPC contracts which increased the original target-price for both
projects by a total of $65.0 million; termination of the. target-priced components of the original agreements which.
provided for recovery of costs in excess of the ﬁxed—pnce contracts;- dismissal of pending legal proceedings,. our
release of claims based on ex1st1ng change orders and the-incurrence of additional costs, and the extension of the
schedule for completion of the projects.-The revised schedule provided:; for us to.complete-the Harquahala project in
September 2003 and the Covert project in December 2003. NEG paid us.$32.5 million in May 2003 as a result of
this settlement agreement and required, us to post a letter of credit in its favor for the same amount which .was
assigned by them to its lenders. . .. =~ . L N v

During ﬁscall2003 we recognized a loss of $42.8 million (which includes a $30.0-million loss recorded in'the .
second quarter of 2003) on these two projects, $33.1 million of which was reversal of profit recognized prior: to
fiscal 2003.

During the first quarter of fiscal 2004, we recorded an additional loss on these two prOJects of $39 3 nnlhon ($4 8
million of which was reversal of profit recognized prior to fiscal 2004). Approximately $34.5 million represents
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actual” and ‘estimated increased costs 1o-complete the Covert project primarily due to the failure of installed
equipment, required rework and vendor and subcontractor delays. The $39.3 million loss was net of additional
expected claims of approximately $1.2 million. During the third quarter of 2004, we recorded a reduction in the.
gross profit on the Harquahald'project resulting froma‘$2.2 million reduction‘in our estimated claims recovery and
an increase of $2.2 million in estimated’cost of completion related prlmarlly to the duration ‘of our involvement in
start-iip and warranty related activities. =~ - LN

During the first quarter of fiscal 2004, we notified the owner of substantial completion on two of the three power
island unit§ on Covert and communicated that' the remaining unit would achieve substantial completion in January
2004. We also communicated that the ttal facility would achievé substantial completion in February 2004. We
notified the owner of substantial completion on the Harquahala facﬂlty on December 24, 2003.

While we prev1ously demonstrated substantial completion on all six units at the two plants, the owners did not
accept our various unit and facﬂity completion dates and continued to assess liquidated damages The owners
~accepted substantial completion -of the ‘Covert units in January 2004 and fhe Harquahala units in March 2004. The
owners have not accepted facility completion on either project, in part because they believe we must post letters of
credit on two projects totaling $43.0 million as security for warranty work in order to achieve facility completion.
We firmly disagree with this position, and, until all outstanding disputes, are resolved, we do not intend to post
additional letters of credit. In the meantime we intend to comply with our warranty obligations.

As of August 31, 2004, the owners have w1thheld $55 4 milhon from milestone payments due us as an offset to
liquidated damages they have claimed. +In: addition, in August 2004, the owners drew $18.8 million under an
- outstanding letter of credit for liquidated damages they have claimed due. As of August 31, 2004, the owners have
indicated that .they may -claim as much: as:’$89 million in liquidated.damages. The ultimate assessment could be
higher as the owners are claiming that they can assess daily liquidated damages until facility completion is accepted
(870,000 per day at Covert and $63 OOO per day at Harquahala) up to a maximum of approx1mately $130 million for
both projects. .. -, - %

1 -
R

On March 29, 2004, we filed liens against both projects and have initiated binding arbitration regarding our claims.
Arbitration with the owners is ngt. expected to occur unt11 the summer of calendar year 2005 at: the earhest

On- February 20, 2004 ‘we were notlﬁed by the lenders of the Harquahala prOJect of their intention to draw. $1 8.7
million-under the existing:$32.5 million letter of credit for assessed liquidated damages. We sought an injunction in
the: Supreme Court: of the State of New York to préclude the lenders from drawing under the letter oficredit until
arbitration with the owners on the underlying claims is resolved. A temporary restraining: order was granted
prohibiting the lenders from drawing under the $32.5 million letter of credit, but was lifted in August 2004 at which
time the lenders. drew $18.8 million under the outstanding 1etter of credit. ‘As of August 31, 2004, a $13. 7 million
, letter of crédit remains outstanding for these pro_]ects EUERE D .
Based on our evaluation and adv1ce of 1ega1 counsel we beheve we have defenses to the. owners’ claims of
liquidated.damages. We intend to.vigorously.contest the assessment. Additionally, we believe a'substantial portion
of the delays were caused by our vendors, subcontractors and equipment manufacturers from whom we may collect
delay and-related damages, and we are~pursuing these:actions.. For-these reasons,; our revenue and cost estimates
reflect our' expectation .that we will not. incur liquidated damages. in. excess of amounts we: believe would be
recoverable from:others. However, there can be no absolute assurance that delay damages will not have to be paid. If
we are required to pay the owners delay damages that we.cannot recover from- subcontractors vendors or equipment
manufacturers, that amount will be recorded as aloss. .- = - -

Unrelated to the claims for delay damages discussed above, we have recorded approximately $26.5 million in claims
receivable from the owners, vendors, subcontractors, equipment manufacturers, and insurance. Based on our
evaluation of the contractual terms, our claims documentation;-and the advice of legal counsel, we believe we Have a
strong basis .for these: claims.:(including - claims -against -vendors baséd .on their delivery of incomplete and/or
defective equipment-and claims-against-various subcontractors for their delays in providing services) in excess of the
recorded amounts; but we have-only recorded a claim.receivable for the. portion that we estimate will ultimately be
collected. Recoviery of the claims is dependent upon our. negotiations, arbitration and litigation with the owners and
their lenders, several subcontractors, vendors and equipment manufacturers. Due to the uncertainties surrounding
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litigation or arb1trat1on of this nature, we cannot provide | absolute assurance to.you,as to the outcome of these claims
or their collectlblhty N ‘ .

If we collect amounts drfferent than the amounts that we have recorded as clarms recervable of $26 5 million, that
difference will be recognized. as income or loss. Timing of collection is uncertain at this time, but is not expected in
the next twelve months unless a settlement occurs or the disputes are resolved through the dispute resolution process
pursuant to the contract.

The followmg table summarrzes contract amounts due from. the owners and clanns recorded on these pro;ects
excludmg claims related to llqurdated damages as.of August 31,2004 (in mrlhons) _ -

Amounts due from the owners: ‘ o
Amounts remaining to be paid under the original contract terms:

" Billed milestones receivable - $ 554
Milestones unbilled at August 31, 2004 (to be billed upon ﬁnal acceptance) 1.7
“Reimbursement of letter of credrt draws ' . 18.8
Claims for additional costs incurred” =~ " ot 14
" Total amounts receivable from the.owners =~ ' o 83 6 -
Clarms receivable from subcontractors and others excludmg amounts related to , o )
11qu1dated damages = - ' - 18.8
Less:| Amounts collected by drawmg letters of credit posted by the turbme

manufacturer.on the Covert project(1) C » - _ (25.6) -
Total amounts recervable excludmg amounts related to llquldated damages » $ 768 -

(l) Amounts collected under this letter of credrt draw are for both hqurdated damages and for other clarms
\agamst the turbine manufacturer S T SR o ‘ .

The above amounts are recorded in costs and estunated earnmgs in excess of blllmgs on uncompleted contracts
1nclud1ng clarms on the consohdated balance sheet at August 31 2004
In March 2004, we drew the entrre amount avarlable under a letter of credit posted by the turbme manufacturer ‘on
the Covert pI'Q]CCt for $25.6 million. The turbine manufacturer disputes the draw under the letter of credit and
arbitration:is currently scheduled for March 2005 We believe we will prevail in this matter ‘and believe the draw
under the letter of credit is in.accordance with the terms of the. letter .of credit. The turbine manufacturer has also
filed a demand for arbitration:against us for -approximately $3.6 million in-alleged unpaid techmcal assrstance
serv1ces which Has been cons1dered inour: overall clalms posrtlon with the turbme manufacturer ~
Although NEG the parent of the pl‘Q]eCt ent1t1es filed for Chapter ll bankruptcy in July 2003, the prolect entities
that own these two projects are not included in the bankruptcy proceedings, and we 'do not believe NEG’s current
ﬁnancral posrtron wrll negatrvely 1mpact future payments to us related to these prolects
Based on .our’ evaluatron and the adv1ce of legal counsel we believe it is probable we wrll recover at least the
recorded amount-of claims in the arbitration ptocess. We believe we-have a‘strong basis for claims-and backcharges
in excess of the ‘recorded amounts; however;: recovery of: the claimsand other amounts is dependent upon
negotiations with the applicable parties; which are ongoing, and the. results of arbitration. We cannot provide
absolute assurance to-you-as.to the timing or outcome of these negotiations or.results of arbitration: In addition; we
hold liens against. the projects-in connection .with. our claims under the contract. We cannot prov1de assurances to
~you of the value of such liens or our ability to execute on such liens in a timely manner. - =~~~ *~

The Wolf HollowPro_pect :;., e x . €"7

IR}

On March 8, 2002 AES Frontrer L P and AES Wolf Hollow L.P. (collectlvely “AES”) entered into a series .of
contracts (collectively the “EPC -contract”)” withitusi.to complete.:the . engineering; . design, procurement; and.
construction of a gas-fired, .combined-cycle-power plant in.Texas for an aggregate contract amount of $99.0 million.
AES represented and. warranted at.the timeof contracting ‘with us that the project was 67% complete and that
engmeermg was 99.8% complete and we: rehed upon this: stage of complet1on m contractmg with AES.. - 7

R LR
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At the time we entered into the EPC contract, the project’s provisional acceptance was scheduled for October 15,
2002; however, acceptance of this project was delayed. We believe the delay from October 15, 2002 was primarily
due to (i) the significant overstatement of the percentage completion by AES and Parsons (the engineers on the
project) at the time we entered into the contract; (ii) a fire that occurred in June of 2002 at the project site; and (iii)
failure of a turbine during start-up testing in May 2003. We believe the project reached provisional acceptance on
July 24, 2003, although AES did not agree to provisional acceptance until August 8, 2003. The contract terms
include liquidated damages in the event of late completion of $120,000 per day from October 15, 2002 through June
1, 2003 and $185,000 per day thereafter until provisional acceptance occurs, for which AES has billed us $40.0
million in aggregate.

We were unable to resolve our claims with AES through the dispute resolution process called for in the contract with
respect to a force majeure claim we made resulting from the fire and other change orders. On November 5, 2002, we
filed suit against AES in the District Court of Hood County, Texas for breach of contract. On May 9, 2003, we
added Parsons as a defendant and expanded the complaint to include claims related to misrepresentation. In June
2003, the AES Corporation was also added as a defendant.

In addition, we initiated an arbitration action in September 2003 against the heavy equipment supplier to recover
$38 million in'costs and liquidated damages incurred as a result of defects in their equipment. Discovery is
underway in that proceeding, and a hearmg is set to begin on January 31, 2005.

Discovery is currently underway in the AES htlgatxon, and the case is scheduled for a jury trial in March 2003.
Unless we reach a settlement prior to the trial date, we would not expect recovery of disputed amounts due from
AES before 2005. As of August 31, 2004, there have been no significant changes with regard to this project and
related disputes when compared to August 31, 2003. During fiscal 2004, we have continued to incur additional
project costs related to punch list and warranty items which have been considered in our total estimate of clmms
against the owners, subcontractors-and vendors due.

In excess of the original $99.0 million contract price, we have recorded claims receivable from AES of $17.9 million
for additional costs incurred due to the fire, misrepresentation of the percentage-of-completion, disputed change
orders and other. claims. In addition, we have claims of approximately $7.3 million that we expect to recover from
insurance proceeds related to the fire and backcharges from subcontractors and vendors. Of the $7.3 million, we
have collected $1.5 million through a draw on a letter of credit posted by Parsons. Parsons disputes our claims and
has filed a counterclaim alleging payments due of $1.9 million and the return of the $1.5 million letter of credit
draw. ; . : :

Oof the original $99.0 million contract price, AES has not paid $22.0 million.of billed milestones and $7.1 million of
retention. In addition, $3.0 million of milestones remain unbilled related to final completion and acceptance, which
we expect to occur in early fiscal 2005. Under the terms of the EPC contract, AES, at its option, may pay up to
$27.7 million of the contract price in subordinated notes or cash. The subordinated notes, $24.8 million of which we
consider issued as of August 31, 2004 for payment of billed milestones, bear interest at prime plus 4% and mature in
October 2009. If any amounts under the notes are unpaid eight months following final acceptance of the project, the
unpaid notes, plus a cash payment of the amounts, if any, paid on the notes through the conversion date, is
convertible, at our option, into a 49.9% equity interest in the project.

Further, at the initiation of the project, we secured our obligations under the contract by providing letters of credit
totaling $28.0 million. In August and September 2003, AES drew the full amount of the letters of credit in two
draws of $13.9 million and $14.1 million, respectively. We have recorded an additional receivable of $28.0 million
from AES for reimbursement of these draws which remained outstanding as of August 31, 2004. We recorded
revenue of $43.1 million and a loss of $2.3 million from this contract for the year ended August 31, 2003. For the
year ended August 31, 2004, no gross margin has been recorded on this contract
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The following taf.ble summarizes contract amounts due from AES and ¢laims recorded on the project (in millions):

Amounts due from AES:

. Amounts remaining to be paid under the ongrnal contract terms : :

: Brlled milestones receivable, - . . : - $ 220
Subordinated notes receivable. from AES Co foe T £ 24.8
Rétention receivable | - 74
Milestones unbilled at August 31 2004 (to be bllled upon completlon of final

testing and final acceptance)(1) ' .30

Total contractual amounts due from AES 56.9
Reimbursement of letter of credit draws ,. . _ o 28.0

' Clalms for additional costs incurred ‘ o ' ’ 179
Less: Amount of liquidated damages that have been included in costs _(6.6)

Total receivables from AES recorded as of August 31, 2004 _ e 96.2
" Claims receivable from subcontractors and ‘thers ! o 7.3
Less: Amount collected by drawing letter of credit posted by Parsons L (1.5)
Less: Amounts collected by drawmg letters of cred1t posted by the turbme )
manufacturer (2) o ! 15.0) oo

Total receivables recorded as of August 31 2004 I

(1) Of the total milestones unbrlled at August 31, 2004 $2 9 rmlhon could be pa1d by AES in Subordinated
Notes. ‘

- (2) Amounts collected under this letter of ‘credit’ draw are for both quu1dated damages and for other claims
against the turbine manufacturer. o ‘ : .

The above amounts are recorded in costs and estimated earnings in excess -of billings on-uncompleted contracts

1nc1ud1ng clalms on the consohdated balance sheet at August 31 2004

If we collect amounts dlfferent than the amounts that we have recorded as receivables from AES of $96 2 million or
if we collect amounts different than the amounts recervable from subcontractors and others of $8.0 million, -the
difference would be recognlzed as income or loss \ RN

AES has assessed»and billed us approxrmately $40.0 million in liquidated damages due to the late completion of the
project. While we dispute or expect to recover the liquidated damages because late delivery was primarily due to the
fire, misrepresentation of the percentage-of-completion and other delays caused by AES, subcontractors and
vendors, we recognized a reduction of revenue of approximately $6.6 million of liquidated- damages. Of the
remaining $34!8 million of liquidated damages, we have excluded $15.4 million from our cost estimates and we
have recorded recoveries of approximately $18.0 million from subcontractors and vendors, including the turbine
manufacturer. In the first quarter of fiscal 2004, we drew-down $15.0 million from a.letter of credit posted by the
turbine manufacturer. The turbine manufacturer disputes the létter of credit draw -and: has initiated arbitration
through a counterclaim for the return of the $15.0 million letter of credrt draw. and has asserted additional clarms of
$12.7 million for equipment, parts and services allegedly provrded : : .

The followmgx table summarizes how we have accounted for the quurdated damages that AES has assessed on the
prolect (1n mllhons) C Cke » : :

" .t
3

Amount of liquidated damages that have been 1ncluded in. costs e

$ .66
 Amounts related to liquidated damages that have been excluded from our recorded e
Ccosts: T : ‘ .
Liquidated damages relief from AES B . - 15.4,
Liquidated damages to be reimbursed by subcontractors and vendors 18.0
334
Total liquidated damages assessed by AES $ 400

If we are required to pay hqu1dated damages to AES of more than the $6.6 million and are unable to récover that
excess amount from our subcontractors or vendors, then that difference would be recognized as a loss. :
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Based on our evaluation and the advice of legal counsel, we believe it is probable we will recover at least the
recorded amount of claims and that we will not pay AES any liquidated damages in excess of the amounts recorded.
We believe we have a strong basis for claims and backcharges in excess of the recorded amounts. However,
recovery of the claims and other amounts is dependent upon negotiations with the applicable parties, which are
ongoing, and the results of litigation. We cannot provide absolute assurance to you as to the timing or outcome of
these negotiations or results of litigation. We hold a mortgage on the project assets, second to the lenders, to secure
AES obligations under the subordinated notes. We also filed a lien against the project in connection with our claims
under the contract. We cannot provide absolute assurance to you of the value of such mortgage or lien or our ability
to execute on either in a timely manner.

The Marcus Hook Project

Our EPC project with FPL-Energy (“FPLE”) for a combined—cycle cogeneration plan and auxiliary boiler facility in
Marcus Hook, Pennsylvama has been delayed for various reasons. Each party commenced legal proceedings against
the other for various claims. Shortly thereafter, the parties withdrew their lawsuits. The parties are continuing
attempts to resolve these issues.

Additionally, two of our subcontractors on the project have filed claims against us alleging total damages of
approximately $20 million related to claims for extra costs incurred. We have asserted a counterclaim of
approximately $8.3 million for costs associated with us obtaining another subcontractor to perform the work after
one initial subcontractor failed to complete the project. Mediation with these subcontractors has not been successful
to date. We believe any amounts that we incur related to this project, including legal costs to pursue these issues
with subcontractors, are recoverable from FPLE under the terms of the EPC contract. However, FPLE has disputed
whether these costs are fully reimbursable.

We cannot provide absolute assurance as to the timing or outcome of the mediation or results of the litigation, or
disputes with FPLE, or with the subcontractors.

Other

We have substantially completed a major project to construct a chemical processing facility in Freeport, Texas. We
have submitted a request for adjustment to the contract for amounts in excess of $18.9 million. We have recognized
no gross profit on the cost incurred to date on this project. A mediation was held with the customer on August 16,
2004 in an effort to resolve all disputes with the customer; however, the mediation did not result in a settlement and
the parties' have continued settlement discussions. On October 26, 2004, we filed a demand for arbitration in
accordance with the contract, although we continue to conduct settlement discussions with the customer. If our
proceeds upon final settlement of our disputes with the customer are meore than or less than the cost we have
recorded at the completion of the project, we will record a gain or loss for the difference in the period the settlement
amount is known.

Additionally, we have been and may from time to time be named as a defendant in legal actions claiming damages
in connection with engineering and construction projects and other matters. These are typically actions that arise in
the normal course of business, including employment-related claims, contractual disputes and claims for personal
injury or property damage that occur in connection with our business. Such contractual disputes normally involve
claims against us relating to the performance of equipment, design or other engineering services and project
construction services. Although the outcome of lawsuits cannot be predicted and no assurances can be provided, we
believe that, based upon information currently available, none of the now pending lawsuits, if adversely determined,
would have a material adverse effect on our financial -position or 'results of operations. However, we cannot
guarantee such a resuit.

Note 21 — Assets Held for Sale and Discontinued Operations
Discontinued Operations

During the third quarter of fiscal 2004, we committed to pursue the disposition of our hanger engineering and pipe
support businesses within a one year timeframe. These businesses are accounted for as discontinued operations in
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accordance with FAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” and,
accordingly, amounts in the consolidated financial statements for all periods shown, reflect discontinued operations
accounting. Revenue from these discontinued businesses was $7.9 million, $14.0 million and $21.6 million for years
ended: August 31, 2004, 2003 and 2002, respectively. Income (loss) from discontinued operations, net of taxes was
($4.7 million), $0.2 million and $1.9 million for the years ended August 31, 2004, 2003 and 2002, respectively. For
fiscal 2004, the|loss from discontinued operations includes a $5.0 million ($3.0 million, net of tax) charge to reduce
the carrying.value of these assets and liabilities to their estimated fair market value less costs to sell. Fair value is
determined by using quoted market prices, when available, or other accepted. valuation techniques. Any corporate
expenses previously allocated to the discontinued. operations have been absorbed by the remaining continuing
operations, resulting in a restatement of operatmg income for the Fabrication, Manufacturing and"Distribution
segment.

On August 31,:2004, the assets of these discontinued operations consisting primarily of inventory, machinery and
equipment were sold for $1.3 million in cash proceeds. As of August 31, 2003 and 2002, the assets and liabilities of
these discontinued operations. were $14.6 million and $8.3 million, and $12.4 million and $5.1 million, respectively.

Assets Held For Sale

Beginning in the second quarter of fiscal 2004, we actlvely began marketing for sale two fabrlcauon facilities i mn an
effort to consohdate operations and reduce costs within our Fabrication, Manufactunng and Distribution segment.
The operations of these two facilities were absorbed by other fabrication facilities with no significant impact to
revenue Or gross margm In addition, we also began actively marketlng for sale certain investment real estate
property which was sold in late fiscal 2004 for net proceeds of $4.2 million (net of selling costs of 0. 3 nnlhon) and
recognized a gam of $0.2 million on the sale.”

During fiscal 2004, we accepted an offer to lease one of the fabrication facilities for a five year term and have
reclassified the asset as an asset held for use as of August 31, 2004. The impact to our consolidated statements of
operations for fiscal 2004 was not material.

The total carrying value of the assets held for sale as of August 31, 2004 is approx1mately $1.8 million and 1s.
included in current assets. : . y

T

Note 22 Unbllled Recewabﬂes, Retainage Recenvabﬂes, Advance Blﬂmgs and Dnspnted Accounts Recelvable

In accordance 'with normal practlce in the constructlon mdustry, we .include in current assets and current; habllmes
amounts related to construction contracts. realizable and payable over a period in excess of one year. Costs and
estimated earnings in excess of billings on uncompleted contracts of $384.0 million and $233.9 million as of August
31, 2004 and 2003, respectively, represents. the. excess of contract costs -and profits recognized to date using the
percentage- of—completlon accounting method over bllllngs to date on certain contracts. Billings in excess of costs
and estimated earnings on uncompleted contracts of $351.3 million and $247.1 million as of August 31, 2004 and
2003, respectively, represents the excess of billings to date over the amount of contract costs and profits recognized
to date using the percentage-of-completion accounting method on the remaining contracts. Advanced b1111ngs on
contracts as of August 31, 2004 and 2003 were $6.2 million and $12.2 million, respectively.

Included in accounts recelvable is $10.5 million and $25.5 million at August 31, 2004 and 2003, respectively,
related to unbilled receivables. Balances under retainage provisions totaled $59.1 million and $40.3 million at
August 31, 2004 and 2003, respectively, and are also included in accounts receivable in the accompanying
consolldated balance sheets. :

Unbilled accounts receivables become billable according to the contract terms which vary significantly but usually
consider the passage of time, achievement of certain milestones or completion of the project. We believe that
substantially all such unbilled amounts will be billed and collected over the next twelve months. Retainage
represents amounts that are typically withheld from progress billings by our customers until the completion of a
project and, in some instances, for even longer periods. Retainage may also be subject to specific restrictive
conditions such as performance or fulfillment guarantees.
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Note 23 — Quarterly Financial Data (Unaudited)
(In thousands, except per share data)

First Second Third Fourth
Quarter Quarter _Quarter QOuarter

Fiscal 2004 ’ . ‘

Revenues o S 646,940 3 689061 $ 917,772 § 823,172
Gross profit ‘ . ‘ 8 11611 $ 60,183 $§ 724968 75493
Net income (loss) : ‘ g S '8 (495928 2,197 § 6,399 5 10,021
Basic net income (loss) per common share § aons 0.04 § 0.10 § 0.16
Diluted net income (loss) per common share 8 a0 s 0.04 $ 0.10 $ 0.16
Fiscal 2003

Revenues o $ 991,761 § 716,581 $ 819330 § 765,132 .
Gross profit ‘ : $ 80415 % 40554 374602 § 74,185
Net income (loss) $ 16453 3 (7.872) 3 3,083 8 9,202
Basic net income (loss) per common share . 3 043 § (021)$ 008§ 024
Diluted net income (loss) per common share ‘ h) 042 $ (021)$ _ 008 $ 024

~ The quarterly financial data for revenues and-gross profit have been restated to reflect discontinued operations for
the first and second quarters of fiscal 2004 and all quarters for fiscal 2003. Revenues were reduced for discontinued
operations of $2.3 million and $2.1 million for the first and second quarters of fiscal 2004, respectively, and $5.1
million, $3.9 million, $2.3 million and $2.6 million, for the first, second, third and fourth quarters of fiscal 2003.
Gross profit was reduced for discontinued operations for $2.0 million and $2.1 million for the first and second
quarters of fiscal 2004, respectively, and $3.1 million, $2.6 million, $2.3 million and $2.2 million, for the first,
second, third and fourth quarters of-fiscal 2004, respectively. In addition, for the first quarter fiscal 2004, a
reclassification of expenses from general and administrative expense to direct costs reduced gross profit by $0 8
million. The first quarter fiscal 2004 gross. profit and net income (loss) reflects a charge on two projects of $39.3
million (see Note 20) and the acceleration of amortization related to software of $29.4 million (see Note 8).

Note 24 — Audited Condensed Consolidating Financial Information

The following presents audited condensed consolidating financial information with respect to our financial position
as of August 31, 2004 and 2003 and the results of our operations and cash flows for the years ended August 31,
2004, 2003 and 2002

In connection with our sale on March 17, 2003 of our 7 year, 10.75% Senior Notes due March 15, 2010, our
material wholly-owned domestic subsidiaries issued joint and several guarantees of the Senior Notes. These
subsidiaries are referred to as the Guarantor Subsidiaries in the audited condensed consolidating financial
information which is presented below. Qur subsidiaries which have not issued guarantees for the Senior Notes
(primarily foreign subsidiaries and variable interest entities) are referred to as the Non-Guarantor Subsidiaries.

The audited condensed consolidating financial information has been prepared pursuant to the rules and regulations
for condensed financial information and does not include all disclosures included in annual financial statements,
although we believe that the disclosures made are adequate to make the information presented not misleading.
Certain reclassifications were made to conform all of the condensed consolidating financial information to the
presentation of the consolidated financial statements. The principal eliminating entries eliminate investment in
subsidiaries, intercompany balances and intercompany revenues and expenses.
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The Shaw Group Inc. and Subsidiaries
Condensed Consolidating Balance Sheet -

As of August 31, 2004
(in thousands)
: Elimination
Non- And
Parent Guarantor Guarantor Consolidation

Only - Subsidiaries  Subsidiaries Entries Con_solidated

ASSETS

Current assets $ 428061 $ 607,182 $168,912  $ (66,372)  $1,137,783
Intercompany line of credit — 39,611 — (39,611) —
Investments in and advances to

affiliates S 713,737 41,903 10,725 (740,676) 25,689.
Intercompany balances ; 2,300 2,562 — (4,862) —_—
Property and equipment 34,776 110,810 25,221 (1,319) 169,488
Goodwill — 488,405 34,378 — 522,783
Other assets 50,208 145,613 14,374 -(36.002) 174,193
Total Assets 81229082 $1.436086  $253,610 $(888,842)  $2,029.936
LIABILITIES AND ’

SHAREHOLDERS’ EQUITY ‘ : . :
Current liabilities $ 40,832 §$ 743,896 - $136,700 $ (67,691) $ 853,737
Intercompany line of credit . '38,277 « - — 1,334 (39,611) : —
Long-term debt and capital leases 251,865 3,512 © 5,796 o — 261,173
Intercompany.long-term debt — — 4,862 - (4,862) , —
Other liabilities o 13337 29,003 13.303 (36.002) 19,641
Total Liabilities 344311 776411 161995 (148,166) 1,134,551
Minority interest — — ST 10614 10614
Total Sharéholdérsf Equity 884,771 659.675 ‘9.1.’6’15 ‘ (751.290) 884,771
Total Liabilities & Shareholders’ - .

Equity 1,22 082 $1,436,086 $253.610 $(888,842)  $2,029,936
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ASSETS

Current assets

Intercompany line of credit

Investments in and advances to
affiliates :

Intercompany balances

Property and equipment

Goodwill S

Other assets

Total Assets

LIABILITIES AND
SHAREHOLDERS’ EQUITY

Current liabilities

Intercompany line of credit

Long-term debt and capital leases

Intercompany long-term debt

Other liabilities

Total Liabilities
Minority interest

Total Shareholders’ Equity

Total Liabilities & Shareholders’

Equity

The Shaw Group Inc. and Subsidiaries
Condensed Consolidating Balance Sheet
As of August 31, 2003

(in thousands)
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Elimination
Non- And
Parent - Guarantor Guarantor  Consolidation
Only. Subsidiaries _Subsidiaries Entries Consolidated
-$ 191,467 § 733,648 $ 202,969 $ (13,721 $ 1,114,363 -
166,489 — — (166,489) —
779,872 38,752 13,215 (798,666) 33,173
‘ 60,387 . 110,999 14,266 (1,322) 184,330
" — 485,565 25,811 —_ 511,376
45,186 - 85.390 12,297 — 142.873
$1.243,401 81,454,354 8 268,558 3 _(980,198) § 1,986,115
$ 316877 § 577,063 S 148416  $ (15043) $ 1,027,313
T 153,918. 12,571 (166,489) —
251,019 628 98 — 251,745
13.215 17.011 13,739 — 43.965
581,111 748,620 174,824 (181,532) 1,323,023
— — — 802 . 802
662,290 705.734 93,734 (799.468) 662,290
$1,243.401 $1,454.354 $ 268558 - § (980,198) $ 1,986,115




The Shaw Group Inc. and Subsidiaries
Condensed.Consolidating Statement of Income

For the Year Ended August 31, 2004

Revenues

Cost of revenues,

Gross profit (loss)

General and administrative expenses
Operating income (loss)

Other income (expenses)
Equity in earnings (losses) of subsidiaries

Income (loss) before income taxes,
minority interest, earnings (losses) from
unconsolidated entities and loss from
dlscontmued operatlons

Prov1s1on (beneﬁt) for income taxes
Income (loss) before mmonty interest,
earnirigs (losses) from unconsolidated
entities and loss from d1scont1nued
operafions -

Minority interest

Earning$ (losses) from unconsohdated
entities, net of taxes

Income (lossy from‘continu‘ing operations L

Loss from dxscontmued operatlons net of
taxes

Net income (loss)

(in thousands)

Non-

Parent Guarantor

Elimination
And

Guarantor Consolidation

Only _ Subsidiaries Subsidiaries Entries Consolidated
$ —  $2,775,156  $332,120 $(30,331) $3,076,945
— - 2.610,191 277.097 (30,126) 2.857.162

— 164,965 55,023 (205) 219,783 .
55,856 131,096 29,045 (205) 215,792
(55,856) 33,869 25,978 — 3,991
55,879 (89,599) (3,010) (2,485) (39,215)
(30,975) - 1.929 e 29,046 —
(30,952) (53,801).. 22,968 26,561 ) (.375,224)
(28) © (10341) _ (1255 — (11.624)
(_30,924) (43,460) - 24,223 26,561 - (23,600)
—_ — — (5,284) (5,284)

(51) __ 4,054 (1.425) — 2,578
(30,975y  (39,406) 22,798 21,277 (26;306)
— (4,669) — — (4,669)
$(30975) 3§ (44,075) $ 22,798 21,2 $ (30,975)
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The Shaw Group Inc. and Subsidiaries
Condensed Consolidating Statement of Income

For the Year Ended August 31, 2003
(in thousands)

Elimination
Nen- And
Parent Guarantor Guarantor Consolidation o
Only _ Subsidiaries Subsidiaries ___Entries Consolidated

Revenues . : $ —  $2,954,606 $341,722 $ (3,5249) $3,292,804
Cost of revenues ' ' ' — 2,748,140 278,432 (3,524) 3,023,048
Gross profit —_ 206,466 63,290 —_ 269,756
General and administrative expenses 41,200 118.048 38.477. — 197,725
Operating income (loss) (41,200) . 88,418 24 813 — 72,031
Other income (expenses) 46,481 - (83,819) 650 — (36,684)
Equity in earnings (losses) of subsidiaries 20,866 (3.492) — (17.374) —
Income before income taxes, minority.

interest, earnings (losses) from

unconsolidated entities and income from S :

discontinued operations ‘ 26,147 1,111 25,463 (17,374) 35,347
Provision for income taxes C 1.850 2.029 7.701 — 11,580
Income (loss) before minority interest,

earnings (losses) from unconsolidated

entities and income from discontinued »

operations 24,297 (918) 17,762 (17,374) 23,767
Minority interest | — — — (169) (169)
Earnings (losses) from unconsolidated
_ entities, net of taxes (3.43]) 3,286 (2.834) R (2.979)
Income from continuing operations " 20,866 2,368 14,928 (17,543) 20,619
Income from discontinued operations, net of’ | ‘

taxes . — 247 — = 247

$_ 20,866

Netincome . T 520866 $ 2615 $14928  $(17,543)
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Revenues, - $§ — $2,860,842 $295,633 $ (7,398) $3,149,077
Cost of revenues — _2.,574810 260,624 (7.398) - _2.828.036
Gross profit - — 286,032 35,009 — 321,041
General and administrative expenses - 46.195 82,112 29474 .~ .- — . _ 157,781
Operating income (loss) ' (46,195) 203,920 5,535 — 163,260
Other income (expenses) 42,106 (57,340) (103) — . - (15337
Equity in earnings of subsidiaries 97.995 — — 7 _(97.995). .
Income before income taxes, minority

interest, earnings (losses) from

unconsolidated entities and income from :

discontinued operations 93,906 146,580 5,432 (97,995) 147,923 -
Provision (benefit) for income taxes (1.605) 55.482 (18 - . i 53.099. -
Income before minority interest, earnings . _ ‘

(losses) from unconsolidated entities and : ' '

income from discontinued operations < 95,511 91,098 6,210 (97,995) 94,824
Minority Interest — — — (33) (33)
Earnings (losses) from unconsolidated o .o L

entities, net of taxes 2.856 (584) (569) — 1,703
Income from continuing operations 98,367 90,514 641 (98,028) 96,494
Income from discontinued operations, net of ‘, - o :

taxes ‘ ~ — _1.873 — — 1,873
Net income $98367 $ 92387 § 5.641 $(98,028) $ 2§‘ ,;g‘z

The Shaw Group Inc. and Subsidiaries
Condensed Consolidating.Statement of Income

For the Year-Ended A\igust 31,2002
(in thousands)

Elimination
‘ Nen- And
Parent Guarantor Guarantor Consolidation
Only  Subsidiaries Subsidiaries _ Entries Consolidated

138




The Shaw Group Inc. and Subsidiaries
Condensed Consolidating Statement of Cash Flows

For the Year Ended August 31, 2004
(in thousands)

Non-
Parent Guarantor Guarantor
Only  Subsidiaries Subsidiaries Eliminations Censolidated

Net cash provided by (used in) operating

activities $ 69,770 $(111,753) $ 16944 § — $ (25,039
Cash flows from investing activities:

Purchases of marketable securities held to

maturity — — : — — —
Maturities of marketable securities held to

maturity 5,096 — — — 5,096
Purchases of businesses, net of cash ‘

received — (23,847) — — (23,347)
Purchases of property and equipment (8,417) (15,946) (7,144) — (31,507)

Investment in and advances to
unconsolidated entities and joint ventures,

net of cash received 227 724 (1,639) — (888)
Funds received from project escrow cash — 168,196 — — 168,196
Funds deposited to project escrow cash -—  (166,734) — — (166,734)
Funds received from escrow — LYONs 23,229 — — — 23,229

" Funds deposited to escrow — LYONs (23,229) — — — (23,229)
Proceeds from sale of assets — 17,100 150 — 17.250
Net cash used in investing activities (3,294) (20,507) (8,633) — (32,434)

Cash flows from financing activities:
Purchase of treasury stock — — — _

Proceeds from issuance of debt 6,266 1,724 — — 7,990
Deferred credit costs . (2,551) — — — (2,551)
(Repayment of) proceeds from loans and
leases (278,691) (5,869) (1,236) — (285,796)
Net repayments on revolving credit
agreements — — 1,018 — 1,018
Changes in intercompany debt, recewables .
and payables (78,832) 120,411 (41,579) . — —
Issuance of common stock 246.157 — — p— 246,157
Net cash provided by (used in) ﬁnancmg
activities (107,651) 116,266 (41,797) —_ (33,182)
Effects of foreign exchange rate changes on
cash . — — (1,519) — (1.519)
Net decrease in cash (41,175) (15,994) (35,005) — (92,174)
Cash from variable interest entities — — 879 —_ 879
Cash and cash equivalents at the beginning
of the year 97,145 34,603 48.104 — 179.852
Cash and cash equivalents at the end of the
year $ 55970 § 18609 $13978 3§ __ -— § 88557
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The Shaw Group Inc. and Subsidiaries
Condensed Consolidating Statement of Cash Flows

For the Year Ended August 31, 2003
(in thousands)

Non-
. Parent Guarantor Guarantor
Onlv Subsidiaries Subsidiaries Eliminations Consolidated

Net cash provided by (used in) operating ' I , L
activities 8 12453 $(313,152) $ 98,697 § —  $(202,002)

Cash flows frominvesting activities:
Purchases of marketable securities held to

maturity (107,270) — — = (107,270)
Maturities of marketable securities held to ‘ :
maturity ‘ 157,126 e —_ = 157,126
Cash received from restricted and escrowed . : :
cash’ : — = 38,465 — 38,465
Investment in subsidiaries, net of cash A g ' o
received — (22,633) ~121 — (22,512)
Purchases of property and equipment - (7,206) (17,823) (1,192) C— . (26,221)
Investment in and advances to , T . o
aunconsolidated entities and Jomt ventures, v . ; oo
net of cash received (765) (214) (1,864) - -~ — = (2,843)
Proceeds from sale of assets 974 3.135 — = ' - 4109
Net cash provided by (used in) 1nvest1ng R L N ' -
activities " 42,859 - +(37,53%) 35,530 — 40,854
Cash flows from financing activities: o .
Purchase of treasury stock (47,837) — — Do — (47,837)
(Repayment of) proceeds from loansand =~ R o .
leases (18,172) 4,144 . — — . (14,028)
Net repayments jon revolving cred1t Lo .o - :
agreements ‘ : N —_ 110 o ' 110
Changes in intercompany debt, recelvables : ‘ Co
and payables (253,871) 360,007 (106,136) —_— —
Issuance of common stock 500 — — L 500
Net cash provided by (used in) financing .o -
activities ; : (319,380) 364,151 (106,026) S = (61,255)
Effects of foreign exchange rate changes on
cash — — 491 — 491
Net increase (decrease) incash * ¢ . (264,068) 13,464 28,692 — (221,912)
Cash and cash equivalents at the beginning .
of the year 361.213 21,139 19412 — 401,764
Cash and cash equlvalents at the end of the : :
year . $§ 07,145 § 34603 § 48,104 § — $179.852
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The Shaw Group Inc. and Subsidiaries
Condensed Consolidating Statement of Cash Flows

For the Year Ended August 31, 2002
(in thousands)

Non-
Parent Guarantor Guarantor
Only  Subsidiaries Subsidiaries Eliminations Consolidated

Net cash:pfovided by operating activities % 17,647 $179,277 $118,142 § —  $315,066

Cash flows from investing activities:
Purchases of marketable securities held to

maturity (128,585). — — — (128,585)
Maturities of marketable securities held to C

maturity ' S 119,263 — - — 119,263
Investment in subsidiaries, net of cash T

received . (15,132) (88,327) 795 — (102,664)
Cash deposited into restricted and escrowed 4

cash ' — — (96,500) — (96,500)
Purchases of property and equipment (49,383) (20,974) (3,589) — (73,946)
Purchase of real estate option (12,183) — — — (12,183)

Investment in and advances to
unconsolidated entities and joint ventures,

net of cash received : 2,000 (200) (2,688) — (888)
Proceeds from sale of assets ' ‘ - — 717 - — 717
Net cash used in investing activities (84,020) (108,784) (101,982) — (294,786)

Cash flows from financing activities:
Purchase of treasury stock (52,043) — — — (52,043)
(Repayment of) proceeds from loans and
leases (4,240) 553 (5,384) — (9,071)
Net repayments on revolving credit” ' T ‘
agreements — — (2,959) — (2,959)
Changes in intercompany debt, receivables :
and payables 66,341 (61,687) (4,654) — —

Issuance of common stock 2,262 — : — — 2,262

Other (163) — — — _(163)
Net cash provided by (used in) financing : ‘ :

activities ‘ 12,157 (61,134) (12,997) — (61,974)
Effects of foreign exchange rate changes on ‘

‘cash — — 154 — 154
Net increase (decrease) in cash (54,216) 9,359 3,317 — (41,340)
Cash and cash equivalents at the beginning

of the year 415,429 11,780 16,095 — 443,304
Cash and cash equivalents at the end of the

year $361,213 § 21,139 § 19412 § — $401.764
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Item 9. Changes In And Disagreements On Accounting And Financial Disclosures

None.
Item 9a. Controls And Procedures.

a) Evaluation of disclosure controls and procedures. As of the end of the period covered by this Annual Report
on Form; 10-K, our management, including our Chief Executive Officer and Chief Financial Officer,
evaluated the effectiveness of the design and operation of our disclosure controls and procedures. Based on
that evaluation, our Chief Executive Officer and Chief Financial Officer believe that:

° our disclosure controls and procedures are designed to ensure that information required to be disclosed by
us injthe reports we file or submit under the Securities Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms; and

> our disclosure controls and procedures operate such that important information flows to appropriate
collection and disclosure points in a timely manner and are effective to ensure that such information is
accumulated and communicated to our management, and made known to our Chief Executive Officer and
Chief' Financial Officer, particularly during the period when this Annual Report on Form 10-K was
prepared, as appropriate to allow timely decision regarding the required disclosure.

b) Changes iin internal control over financial reporting. During the three months ended August 31, 2004 covered
by this Annual Report on Form 10-K, there were no changes in our internal controls over financial reporting
or in other factors that have materially affected or are reasonably likely to materially affect our internal

controls over financial reporting.

Pursuant to 'Section 906 of The Sarbanes-Oxley Act of 2002, our Chief Executive Officer and the Chief
Financial Officer have provided certain certifications to the SEC. These certifications accompanied this report
when filed with the SEC, but are not set forth herein.

PART Il
Item 10. Directors And Executive Officers Of The Registrant

Information regarding our directors and executive officers and our audit committee financial expert is to be included
in our definitive proxy statement prepared in connection with the 2004 Annual Meeting of Shareholders to be held

in January 2005iand is incorporated herein by reference.
CORPORATE CODE OF BUSINESS CONDUCT AND ETHICS

We have adopted a code of ethics applicable to all of our employees, including our principal executive officer,
principal financial officer and principal accounting officer. A copy of this code of ethics is filed as an exhibit to this
Annual Report on 10-K, and we intend to disclose any changes to or waivers from this code of ethics through future

Form 8-K filing. Shareholders may request a free copy of this code from:

The Shaw Group Inc.
Attention: Investor Relations
4171 Essen Lane

Baton Rouge, Louisiana 70809
(225) 932-2500
http://www.shawgrp.com

Etem 11. Executive Compensation

Information regarding executive compensation is to be included in our definitive proxy statement prepared in
connection with the 2004 Annual Meeting of Shareholders to be held in January 2005 and is incorporated herein by
reference. -
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Item i2. Security Ownership Of Certain Beneficial Owners And Manégement

Information regarding Section 16(a) beneficial ownership reporting compliance is set forth under “Common Stock
Ownership. of Certain Beneficial Owners and Management - Section 16(a)  Beneficial Ownership Reporting
Compliance” in our definitive Proxy Statement, which information is incorporated herein by reference.

Item 13. Certain Relationships And Related Transactions

Information regarding certain relationships and related transactions is to .be included in our definitive proxy
statement prepared in connection with the 2004 Annual Meeting of Shareholders to be held in January 2005 and is
incorporated herein by reference.

Item 14. Principal Accountant Fees And Services.

Information regarding pﬁnc1pal accountant fees and services is to be included in our definitive proxy statement
prepared in connection with the 2004 Annual Meetmg of Shareholders to be held in January 2005 and is
incorporated herein by reference. o

PAR’E v
Item 15, Exhibits, Financial Statement Schedules And Reports On Form 8-K
(a) 1. Financial Statements | -
See Item 8 of Part II of this report.
2. Financial Statement Schedules.

All schedules have been omitted since the required information is not present or not present in amounts sufficient
to require submission of the schedule, or because the information required is included in the consolidated
. financial statements and notes thereto. . :

3. Exhibits.

3.1,  Composite of the Restatement of the Articles of Incorporation of The Shaw Group Inc. (the “Company”),
as amended by (i) Articles of Amendment dated January 22, 2001 and (i) Articles of Amendment dated
July 31, 2001 (incorporated by reference to the designated Exhibit to the Company’s Annual Report on
Form 10-K for the fiscal year ended August 31, 2001).

3'.2 * Articles of Amendment of the ‘Restat‘ement of the Articles of 'Incorporation of the Company dated
January 22, 2001 (incorporated by reference to the designated Exhibit to the Company’s Quarterly
Report on Form 10-Q for the quarter ended February 28, 2001).

| 3.3 ' ‘,Arti_cles of Amendment to Restatemex‘lt‘o‘vf the Arﬁcles of Incorporatioﬁ of the Compaﬁy dated July 31,
2001 (incorporated by reference to the designated Exhibit to the Company’s Registration Statement on
Form 8-A ﬁled on July 30, 2001).

34 Amended and Restated By-Laws of the Company dated December 8, 1993 (incorporated by reference to
the designated Exhibit to the Company’s Annual Report on Form 10-K for the fiscal year ended August
31, 1994, as amended).

35 . A Sﬁﬁplement te Amended and Restated By-la\;vs ef the Company dated October 17, 2003 (incorporated by

reference to the designated Exhibit to the Company’s Annual Report on Form 10-K for the fiscal year
ended August 31, 2003, as amended).
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4.1

4.2

43

44

4.5

4.6
4.7

4.8
10.1
102
103
104

10.5

Specimen Common Stock Certificate (incorporated by reference to the designated Exhibit to the
Company’s Registration Statement on Form 8-1 filed on Gctober 22, 1993, as amended (No. 33-70722)).

Indenture: dated as of May 1, 2001, between the Company and United States Trust Company of New

~ York including Form of Liquid Yield Option™ Note due 2021 (Zero Coupon-Senior) (Exhibits A-1 and

A-2) (incorporated by reference to the designated Exhibit to the Company s Current Report on Form 8-K
filed on May 11, 2001).

Rights Agreement, dated as of July 9, 2001, between the Company and First Union National Bank, as
Rights Agent, including the Form of Articles of Amendment to the Restatement- of .the Articles of
Incorporation of the Company as Exhibit A, the form of Rights Certificate as Exhibit B and the form of
the Summary of Rights to Purchase Preferred Shares as Exhibit C (incorporated by reference to the
designated Exhibit to the Company’s Registration Statement on Form 8-A ﬁled on July 30, 2001).

Indenture dated as of March 17, 2003 by and among the Company, the Subsrdrary Guarantors party
thereto, ‘and The Bank of New York, as trustee, including form of 10-3/4% Senior-Note due 2010
(exhibits thereto) (incorporated by reference to the designated Exhibit to the Company ] Quarterly
Report on Form 10-Q for the quarter ended February 28, 2003).

Registration Rights Agreement dated as of March 17, 2003 by and among the Company and Credit
Suisse First Boston LLC, UBS Warburg LLC, BMO Nesbitt Burns Corp., Credit Lyonnais Securities
(USA) Inc., BNP Paribas Securities Corp. and U.S. Bancorp Piper Jaffray Inc. (incorporated by reference
to the desrgnated Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended
February 28, 2003).

Form of 10 3/4% Senior Note Due 2010 (Included as Exhibit I to the Indenture incorporated by reference
as Exhrbrt 4.4 hereto)

Form of 10 3/4% Senior Note Due 2010 (Included as Exhibit I to the Indenture incorporated by reference
as Exhibit 4.4 hereto).

Regrstratron R1ghts Agreement dated as of May 1, 2001, among the Company, Merrill Lynch & Co and
Merrill Lynch, Pierce, Fenner & Smith, Incorporated (incorporated by reference to the designated exhibit
to the Company’s Current Report on Form 8-K filed on May 1 1 2001).

The Shaw Group Inc. 1993 Employee Stock Option Plan, amended and restated through October 8, 2001
(mcorporated by reference to the designated Exhibit to the Company s Annual Report on Form 10-K for

© the fiscal yearended August 31, 2001). -

The IShaw Group Inc. 1996 Non-Employee Director Stock Option Plan, amended and restated through

- January 30, 2004 (incorporated by reference to the designated Exhibit to the Company s Quarterly
- Report on Form 10-Q for the quarter ended February 29 2004).

The Shaw Group Inc. 2001 Employee Incentrve Compensation Plan, amended and restated through
March 8, 2004 (incorporated by reference to the designated Exhibit to the Company s Quarterly Report

.on Form 10-Q for the quarter ended February 29, 2004)

The Shaw Group Inc. Stone & Webster Acquisition Stock Option Plan (meorporated by reference to the
designated Exhibit to the Company ] Regrstratlon Statement on: Form S-8 ﬁled on June 12, 2001

©(No. 333-62856)).

Informal Agreements to award shares of restricted stock (incorporated by reference to the designated

'Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended February 29, 2004).
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10.6
10.7

10.8

Form of Incentive Stock Option Agreement under The Shaw Group Inc. 2001 Employee Incentive

‘Compensation Plan (incorporated by reference to the designated Exhxbxt to the Company’s Current

Report on Form 8-K filed on October 12, 2004).

Form of Non-Qualified Stock Option Agreement under The Shaw Group Inc. 2001 Employee Incentive
Compensation Plan’(incorporated by reference to the designated’ EXhlblt to the Company s Current
Report on Form 8-K filed on October 12, 2004).

Form of Restricted Stock Agreement under The Shaw Group Inc. 2001 Employee Incentive
Compensation Plan (incorporated by reference to the designated Exhlblt to the Company s Current

" ‘Report on Form 8-K filed on Cctober 12, 2004).

10.?

10.10
10.11
10.12

10.13

10.14

10.15

10.16

10.17

10.18

Employment Agreement dated as of April 10, 2001, by and between the Company and J.M. Bernhard Jr.
(incorporated by reference to the designated Exh1b1t to the Company s Annual Report on From 10-K for
the fiscal year ended August 31, 2001).

Employment Agreement dated as of May 5, 2000, by and between the Company and Richard F. Gill and
amended January 10, 2001 (incorporated by reference to the de51gnated Exhibit to the Company’s Annual
Report on Form 10-K for the fiscal year ended August 31, 2001).

Employment Agreement dated as of May 1, 2000, by and between the Company and Robert L. Belk
(incorporated by reference to the designated Exhlblt to the Company $‘Annual Repon on Form 10-K for

" the fiscal year ended August 31, 2000).

Employment Agreement dated as of July 10, 2002, by and between the Company and T. A. Barfield, Jr.
(incorporated by reference to the designated Exhibit to the Company s Annual Report on Form 10-K for

‘the fiscal year ended August 31, 2002).

Employment Agreement of David L. Chapman, Sr. Dated April 6, 2002 (incorporated by reference to the
designated Exhibit to the Company’s- Current Report on Fonn"S-K filed on December 24, 2003).

Employment Agreement of Nicholas C. Gallinaro dated April 13, 2002, as amended (incorporated by

- reference to the designated Exhibit to the Company’s Current Report on Form 8 K filed on December 24,

2003).

Employment Agreement of Dorsey Ron McCall dated July 29, 2002 (incorporated by reference to the
designated Exhibit to the Company’s Current Report on Form 8-K filed on December 24, 2003).

Asset Purchase Agreement, dated as of July 14, 2000, among Stone & Webster, Incorporated, certain
subsidiaries of Stone & Webster, Incorporated and The Shaw Group Inc. (incorporated by reference to
the designated Exhibit to the Company’s Current Report on Form 8-K filed on July 28, 2000).

Composite Asset Purchase Agreement, dated as of January 23, 2002, by and among The Shaw Group
Inc., The IT Group, Inc. and certain subsidiaries of The IT Group, Inc., including the following
amendments: (i) Amendment No. 1, dated January 24, 2002, to Asset Purchase Agreement, (ii)
Amendment No. 2, dated Januaty 29, 2002, to Asset Purchase Agreement, and (iii) a letter agreement
amending Section 8.04(a)(ii) of the Asset Purchase Agreement, dated as of April 30, 2002, between The
IT Group, Inc. and The Shaw Group Inc. (incorporated by reference to designated Exhibit to the

~ Company’s Current Report on Form 8-K filed on May 16, 2002). Pursuant to Item 601(b) (2) of

Régulation S-K, the exhibits and schedules referred to in the Asset Pu’rchase Agreement are omitted. The
Registrant hereby undertakes to furnish a supplemental copy of any omitted schedule or exhibit to the
Comm1ss1on upon request

Amendment No. 3, dated May 2, 2002 to Asset Purchase Agreement by and among The Shaw Group
Inc., The IT Group, Inc. and certain subsidiaries of The IT Group, Inc. (incorporated by reference to the

- designated Exhibit to the Company’s Current Report on Form 8-K filed on May 16, 2002). Pursuant to
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Item; 601(b) (2) of Regulation S-K, the exhibits and schedules referred to in Amendment No. 3 are
omitted. The Registrant hereby undertakes to furnish a supplemental copy of any omitted schedule or
exhibit to the Commission upon request.. .

10.19 Amendment No. 4, dated May 3, 2002, to Asset Purchase Agreement by and among The Shaw Group
Inc., The IT Group, Inc. and certain subsidiaries of the IT Group; Inc. (incorporated herein by reference
to the designated Exhibit to the Company’s Current Report on Form 8-K filed with the Securities and
Exchange Commission on May 16, 2002) '

10.20 Th1rd Amended and Restated Credit Agreement dated March 17, 2003 by and among the Company, as
borrower; Credit Lyonnais New York Branch, as a lender, swing 11ne lender, an issuer and agent; Credit
Lyonnais Securities, as joint arranger and sole book runner; Credit Suisse First Boston, as joint arranger;

- Harris Trust and Savings. Bank and BNP Paribas, as co-syndication agents; U.S. Bank National
Association, as documentation agent; and. the other and the other lenders signatory thereto (incorporated
by reference to the designated Exhibit to the Company’s Current Report on Form 8-K filed on March 19,
2003).

1021 Amendment No. 1 to Third Amended and Restated Credit Agreement dated as of May 16, 2003
(incorporated by reference to the designated Exhibit to the Company’s Annual Report on Form 10-K for
the fiscal year ended August 31, 2003, as amended).

10.22 Arnendrnent No. 2 to Third Amended: and Restated Credit Agreement dated. October 17, 2003
(incorporated by reference to the designated Exhibit to the Company’s Annual Report on Form 10-K for
the fiscal year ended August 31, 2003, as amended). ‘

1023 Arnendment No. 3 to Third Amended and_ Restated' Credit Agreement dated January 30, 2004
(incorporated by reference to the designated Exhibit to the Company’s Quarterly Report on Form 10-Q
for the quarter ended February 29, 2004).

10.24 The Shaw Group Inc 4()1(k) Plan. (mcorporated by reference to the de51gnated Exhrbrt to the Company’s
Annual Report on Form 11-K filed on June 24, 2004).

. 10.25 Informal Agreements to award shares of restricted stock (incorporated by reference to the designated
Exhibit to the Company’s Current Report on Form §-K filed with the Securities. and Exchange
Commrssron on October 18, 2004).

14.1  The Shaw Group Inc. Code of Corporate Conduct and In51der Trading and Drsclosure Pollcy dated June
2003 filed herewith.

21.1  Subsidiaries of The Shaw Group Inc. (ﬁled'herewith).‘ '
231 Consent of Emst & roung LLP (filed herewith).

24.1 Powers of Attorney (filed herewi'th): | '.

311 Certification pursuant to Section 302 of the sarbanéslpirey Acr of 2002 (filed herewith).
31.2 _Cert‘iﬁcation:pursuant to Section 302' of the Sarbanesldrrley Act of ‘2002 (t'ried herewith). :

32.1 Certrﬁcatron pursuant to 18 U.S.C. Sectron 1350 as. Adopted Pursuant to Sectron 906 of the Sarbanes-
Oxley Act of 2002 (furnished herewith). . . :

32.2 Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Sectlon 906 of the Sarbanes-
Oxley Act of 2002 (fumrshed herewith).
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(b) Reports on Form 8-K

1.

On June 14, 2004, the Company filed a Current Report on Form 8-K to set forth therein a disclosure
under Item 5 of Form 8-K concerning the Company’s announcement of an informal Securities and
Exchange Commission (SEC) inquiry, specifically the Company’s related June 10, 2004, press release
attached to the Form 8-K as Exhibit 99.1.

On July 15, 2004, the Company furnished a Current Report on Form 8-K to set forth therein a disclosure
under Item 12 of Form 8-K concerning the financial results of the Company for the third quarter ended
May 31, 2004, specifically the Company’s related July 15, 2004, press release attached to Form 8-K as
Exhibit 99.1.

On July 21, 2004, the Company furnished a Current Report on Form 8-K/A to set forth therein a
disclosure under Item 12 of Form 8-K to amend its Current Report on Form 8-K furnished on July 15,
2004, to correct disclosure in the Form 8-K conceming the Company’s domestic and international
backlog figures and percentages set forth in Item 12 of the previously furnished Form 8-K.
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SIGNATURES AND CERTIFICATIONS
" SIGNATURES

Pursuant to the requiremeﬁts of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

THE SHAW GROUP INC.

/s/ J. M, Bernhard, Jr.
By: J. M. Bernhard, Jr.
Chief Executive Officer
Date: November 2, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this repoﬁ.has been signed by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ J. M. Bernhard, Jr. Chairmanof the Board and Chief November 2, 2004 -
(J. M. Bernhard, Jr.) Executive Officer, (Principal
Executive Officer)
/s/ Robert L. Belk Executive Vice President and Chief November 2, 2004
(Robert L. Belk) Financial Officer (Principal Financial
Officer and Principal Accounting
Officer)
/s/ T.A. Barfield . President and Chief Operating November 2, 2004
(T.A. Barfield) Officer (Principal Operating Officer
‘ and Director)
* ; Director November 2, 2004
(Albert McAlister)
* Director November 2, 2004

(L. Lane Grigsby)

* Director . ' November 2, 2004
(David W. Hoyle)

* Director November 2, 2004
(John W. Sinders, Jr.)

* . Director November 2, 2004
(James F. Barker), : ‘ ‘ ;

* Director November 2, 2004
(Charles E. Roemer, III) ; : .

* By: /s/ Robert L. Belk November 2, 2004
Robert L. Belk .
Attorney-in-Fact
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3.1

32

33

34

35

4:1

42

43

4.5 -

4.6

47

Exhibit Index -

Composite of the Restatement of the Articles of Incorporation of The Shaw Group Inc. (the “Company”),
as amended by (i) Articles of Amendment dated January 22, 2001 and (ii) Articles of Amendment dated
July 31, 2001 (incorporated by reference to the designated Exhlblt to the Company’s Annual Report on
Form 10-K for the fiscal year ended August 31, 2001).

Articles of Amendment of the Restatement of the Articles of Incorporation of the Company dated January
22, 2001 (incorporated by reference to the designated Exhibit to the Company’s Quarterly Report on Form
10-Q for the quarter ended February 28, 2001).

Articles of Amendment to Restatement of the Articles of Incorporation of the Company dated July 31, 2001

* {incorporated by reference to the designated Exhibit to the Company’s Registration Statement on Form 8-A

filed on July 30, 2001).

Amended and Restated By:Laws of the Company dated December 8, 1993 (incorporated by reference to
the designated Exhibit to the Company’s Anmial Report on Form 10-K for the fiscal year ended August 31,
1994, as amended).

" Supplement to Amended and Restated By-laws of the Company dated October 17, 2003 (incorporated by

reference to. the designated Exhibit to the Company’s Annual Report on Form 10-K for the fiscal year

ended August 31, 2003, as amended).

Specimen Common Stoek Certificate "(incorporated by reference to the designated Exhibit to the
Company’s Registration Statement on Form S-1 filed on October 22, 1993, as amended (No. 33-70722)).

Indenture dated as of May 1, 2001, between the Company and United States Trust Company of New York
including Form of Liquid Yield Option™ Note due 2021 (Zero Coupon-Senior) (Exhibits A-1 and A-2)
(incorporated by reference to the designated Exhibit to the Company’s Current Report on Form 8-K filed
on May 11 2001)

nghts Agreement dated as of July 9, 2001, between the Company and First Union National Bank, as
Rights Agent, including the Form of Articles of Amendment to the Restatement of the Articles of
Incorporation of the Company as Exhibit A, the form of Rights Certificate as Exhibit B and the form of the

“Summary of Rights to Purchase Preferred Shares as Exhibit C (incorporated by reference to the designated

Exhibit to the Company’s Registration Statement on Form 8-A filed on July 30, 2001).

Indenture dated as of March 17, 2003 by and among the Company, the Subsidiary Guarantors party thereto,
and The Bank of New'York, as trustee, including form of 10 3/4% Senior Note due 2010 (exhibits thereto)
(incorporated by reference to the designated Exhibit to the Company’s Quarterly Report on Form 10-Q for
the quarter ended February 28, 2003).

Registration Rights Agreement dated as of March 17, 2003 by and among the Company and Credit Suisse

-First Boston LLC, UBS-Warburg LLC, BMO Nesbitt Burns Corp., Credit Lyonnais Securities (USA) Inc.,

BNP Paribas Securities Corp. and U.S. Bancorp Piper Jaffray Inc. (incorporated by reference to the
designated Exhibit to the Company s Quarterly Report on Form 10-Q for the quarter ended February 28,
2003).

Form of 10 3/4% Senior Note Due 2010 (Included as Exhibit I to the Indenture incorporated by reference
as Exh1b1t 4 4 hereto).

Form of 10 3/4% Senior Note Due 2010 (1ncluded as Exhibit I to the Indenture incorporated by reference
as Exhibit 4.4 hereto).
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Registration Rights Agreement dated as of May 1, 2001, among the Company, Metrill Lynch & Co. and
Merrill Lynch, Pierce, Fenner & Smith, Incorporated (incorporated by reference to the designated exhibit to
the Company s Current Report on Form 8-K filed on May 11, 2001)

. The Shaw Group Inc 1993 Employee Stock Optlon Plan, amended and restated through October 8, 2001

(mcorporated by reference to the designated Exhibit to the Company s Annual Report on Form 10-K for
the fiscal year ended August 31, 2001). :

The Shaw Group Inc. 1996 Non-Employee Director Stock Option Plan, amended and restated through

January 30, 2004 (incorporated by reference to the designated Exhibit to the Company 8 Quarterly Report

on Form 10-Q for the quarter ended February 29, 2004)

- The Shaw Group Inc. 2001 Employee Incentive Compensation-Plan, amended and restated through March

8, 2004 (incorporated by reference to-the designated Exhibit to.the Company ] Quarterly Report on
Form 10-Q for the quarter ended February 29, 2004).

The Shaw Group Inc. Stone & Webster Acquisition Stock Option Plan (incorporated by reference to the
designated Exhibit to the Company’s Registration Statement on Form S-8 filed on June 12, 2001 (No 333-
62856)). o

Informal Agreements to award shares of restricted stock (incorporated by reference to the designated

_ Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended February 29, 2004).

Form of Incentive Stock Option Agreement under The Shaw Group Inc. 2001 Employee Incentive
Compensation Plan (incorporated by reference to:the designated Exhibit to the Company’s Current Report
on Form 8-K filed on October 12, 2004).

-Form of Non-Qualified Stock Option- Agreement under The Shaw Group Inc. 2001 Employee Incentive

Compensation Plan (incorporated by reference to the desrgnated Exh1b1t to the Company s Current Report

- on Form 8-K filed on October 12,-2004).-

Form of Restricted Stock Agreement under The Shaw Group Inc. 2001 Employee Incentive Compensation
Plan (incorporated by reference to_the des1gnated Exhibit to the Company’s Current Report on Form 8-K
filed on October 12, 2004) : , ‘

Employment Agreement dated as of Apnl 10, 2001, by and between the Company and J.M. Bemhard Jr.
(incorporated by reference to the designated Exhibit-to the Company’s Annual Report on From 10-K for
the fiscal year ended August 31, 2001).

Erhplo]yment Agreement.dated as of May 5, 2000, by and between the Company and Richard F. Gill and
amended January 10, 2001(incorporated by reference to the designated Exhibit to the Company’s Annual
Report on Form 10-K for the fiscal year ended August 31, 2001):

Employment Agreement dated as of May 1,:2000, by and between the Company and Robert L. Belk
(incorporated by reference to the designated, Exh1b1t to the Company s Annual Report on Form 10-K for
the fiscal year ended August 31, 2000).

Employment Agreement dated as of July lO 2002, by and between the Company and T, A. Barfield, Jr.
(incorporated by reference to the designated Exhibit to the Company s Annual Report on Form 10-K for
the fiscal year ended August-31, 2002). -

Employment Agreement of David L. Chapman, Sr. Dated April 6, 2002 (incorporated by reference to the

.designated Exhibit to the Company’s Current Report on Form 8-K filed on December 24, 2003).
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Employment Agreement of Nicholas C. Gallinaro dated April 13, 2002, as amended (incorporated by
reference to the designated Exhibit to the Company’s Current Report on Form 8- K ﬁled on December 24,
2003).

Employment ‘Agreement of Dorsey Ron McCall dated July 29, 2002 (incorporated by reference to the
designated Exhibit to the Company’s Current Report on Form 8-K filed on December 24, 2003).

Asset Purchase Agreement, dated as of July 14, 2000, among Stone & Webster, Incorporated, certain
subsidiaries of Stone & Webster, Incorporated and The Shaw Group Inc. (incorporated by reference to the
designated Exhibit to the Company’s Current Report on Form 8-K filed on July 28, 2000).

Composite Asset Purchase Agreement, dated as of January 23, 2002, by and among The Shaw Group Inc.,
The IT Group, Inc. and certain subsidiaries of The IT Group, Inc., including the following amendments: (i)
Amendment No. 1, dated January 24, 2002, to Asset Purchase Agreement, (ii) Amendment No. 2, dated
January 29, 2002, to Asset Purchase Agreement, and (iii) a letter agreement amending Section 8.04(a)(ii) of
the Asset Purchase Agreement, dated as of April 30, 2002, between The IT Group, Inc. and The Shaw
Group Inc. (incorporated by reference to designated Exhibit to the Company’s Current Report on Form 8-K

_filed on May 16, 2002). Pursuant to Item 601(b) (2) of Regulation S-K, the exhibits and schedules referred

to in the Asset Purchase Agreement are omitted. The Registrant hereby undertakes to furnish a
supplemental copy of any omitted schedule or exhibit to the Comm1ss1on upon request.

Amendment No 3, dated May 2, 2002 to Asset Purchase Agreement by and among The Shaw Group Inc.,
The IT Group, Inc. and certain subsidiaries of The IT Group, Inc. (incorporated by reference to the
designated Exhibit to the Company’s Current Report on Form 8-K filed on May 16, 2002). Pursuant to [tem
601(b) (2) of Regulation S-K, the exhibits and schedules referred to in Amendment No. 3 are omitted. The
Registrant hereby undertakes to furnish a supplemental copy of any omitted schedule or exhibit to the
Commission upon request.

Amendment No. 4, dated May 3, 2002, to Asset Purchase Agreement by and among The Shaw Group Inc.,
The IT Group, Inc. and certain subsidiaries of the IT Group, Inc. (incorporated herein by reference to the
designated Exhibit to the Company’s Current Report on Form 8-K filed with the Securities and Exchange
Commission on May 16, 2002).

Third Amended and Restated Credit Agreement dated March 17, 2003, by and among the Company, as
borrower; Credit Lyonnais New York Branch, as a lender, swing line lender, an issuer and agent; Credit
Lyonnais Securities, as joint arranger and sole book runner; Credit Suisse First Boston, as joint arranger;
Harris Trust and Savings Bank and BNP Paribas, as co-syndication agents; U.S. Bank National
Association, as documentation agent; and the other and the other lenders signatory thereto (incorporated by
reference to the designated Exhibit to the Company’s Current Report on Form 8-K filed on March 19,
2003).

Amendment No. 1 to Third Amended and Restated Credit Agreement dated as of May 16, 2003
(incorporated by reference to the designated Exhibit to the Company’s Annual Report on Form 10-K for
the fiscal year ended August 31, 2003, as amended).

Amendment No. 2 to Third Amended and Restated Credit Agreement dated October 17, 2003 (incorporated
by reference to the designated Exhibit to the Company’s Annual Report on Form 10-K for the fiscal year
ended August 31, 2003, as amended).

Amendment No. 3 to Third Amended and Restated Credit Agreement dated January 30, 2004 (incorporated
by reference to the designated Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter
ended February 29, 2004).

The Shaw Group Inc. 401(k) Plan (incorporated by reference to the designated Exhibit to the Company’s

Annual Report on Form 11-K filed on June 24, 2004).
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Informal Agreements to award shares of restricted stock (incorporated by reference to the designated

. Exhibit to the Company’s Current Report on Form 8-K filed with the Securities-and Exchange Commission

on October 18, 2004).

- The Shaw Group Inc. Code. of Corporate Conduct and Insider Tradmg and DlSClOSUI‘C Policy dated June

2003 filed herewith,

Subsidiaries of The Shaw Group Inc. (filed herewith). g T T SRS
Conserit of Emst & Young LLP (filed herewith), - | | o -
Powers of Attorney (filed herewith).

Certification pursuant to SeCthIl 302 of the Sarbanes-Oxley Act of 2002 (filed herethh)

‘ Certlﬁcatnon pursuant to Sectlon 302 of the Sarbanes Oxley Act of 2002 (ﬁled herethh)

Certlﬁcatlon pursuant to 18 U.S.C. Sectlon 1350, as Adopted Pursuant to Sectlon 906 of the Sarbanes-

Oxley Act of 2002 (ﬁ.lrmshed herew1th) Y o

Certlﬁcatlon pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Sectlon 906 of the Sarbanes-Oxley
-Act of 2002 (furnished herew1th) . ‘
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER OF THE SHAW GROUP INC.
PURSUANT TO 15 U.S.C. SECTION 7241, AS ADOPTED
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, IM. Bernhard, Jr., Chief Executive Officer of The Shaw Group Inc., certify that:

1. 1 have reviewed this Annual Report on Form 10-K for the fiscal year ended August 31, 2004 (the “Annual
Report”) of The Shaw Group Inc.;

2. Based on my knowledge, this Annual Report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this Annua) Report;

3. Based on my knowledge, the financial statements and other financial information included in this Annual
Report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this Annual Report;

4., 'The reglstrant s other certifying ofﬁcer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules-13a-15(e) and 15d-15(e)) for the registrant and we
have:

" a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be

- designed under our supervision, to ensure that material information relating to the registrant, including its

consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this Annual Report is being prepared;

b. evaluated the effectiveness of the ‘registrant disclosure controls and procedures and presented in this
Annual Report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this Annual Report based on such evaluation; and

c. - disclosed in this Annual Report any changes in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case
of an Annual Report) that has materiaily affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: November 2, 2004 ‘ /s/ J. M. Bernhard, Jr.

J. M. Bemhard, Jr.
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER OF THE SHAW GROUP INC.
PURSUANT TO 15 U.S.C. SECTION 7241, AS ADOPTED
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert L. Belk, Executive Vice President and Chief Financial Officer of The Shaw Group Inc., certify that:

1. T have reviewed this Annual Report on Form 10-K for the fiscal year ended August 31, 2004 (the “Annual
Report”) of The Shaw Group Inc,;

2. Based on'my knowledge, this Annual Report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this Annual Report;

3. Based on my knowledge, the financial statements and other financial information included in this Annual
Report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this Annual Report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
* controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we
have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervmon to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this Annual Report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
Annual Report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this Annual Report based on such evaluation; and

c. disclosed in this Annual Report any changes in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case
of a Annual Report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: November 2, 2004 /s/ Robert L. Belk
‘ ‘ Robert L. Belk
Executive Vice President and Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER OF THE SHAW GROUP INC. PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of The Shaw Group Inc. (the “Company”™) on Form 10-K for the fiscal year
ended August 31, 2004, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I,
~].M. Bernhard, Jr., Chief Executive Officer of the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

" (1) The Report fully-complies with the requirements of section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents in all material respects the financial condition
and results of operations of the Company.

November 2, 2004 A /s/ J. M. Bernhard, Jr.
J. M. Bernhard, Jr.
Chief Executive Officer




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER OF THE SHAW GROUP INC. PURSUANT TO
" 18U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of The Shaw Group Inc. (the-“Company”). on Form 10-K for the fiscal year
ended August 31, 2004, as filed with the Secuntles and Exchange Commission on the date hereof (the “Report™), I,
Robert L. Belk, lExecutwe Vice Premdent and Chief Financial Officer of the Company, hereby certify, pursuant to.
18 U.S.C. Section 1350, as adopted pursuant to.Section 906 of the Sarbanes-Oxley Act of 2002, that:

( 1) The Report fully. complies with the requirements of section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

. (2) The information contained-in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

November 2, 2004 ' . -{s/ Robert L. Belk
' . .. .. RobertL.Belk
o - Executive Vice President and Chief Financial Officer




Directors

J. M. Bernhard, Jr.

Chairman and Chief Executive Officer
The Shaw Group Inc,

Baton Rouge, Louisiana

T. A. Barfield, Jr.

President and Chief Operating Officer
The Shaw Group Inc.

Baton Rouge, Louisiana

James F. Barker
President

Clemson University
Clemson, South Carolina

L. Lane Grigsby
Chairman

Cajun Constructors, Inc.
Baton Rouge, Louisiana

David W. Hoyle

State Senator and

Real Estate Developer
Gastonia, North Carolina

Albert D. McAlister
Attorney

McAlister & McAlister, P.A.
Laurens, South Carolina

Charles E. Roemer, Il

Chairman .

Roemer Development

President and CEQ, The Business Bank
Baton Rouge, Louisiana

John W. Sinders, Jr.
Managing Director
Jeffries & Company, Inc.
Houston, Texas

Executives and Officers

J. M. Bernhard, Jr.
Chairman and Chief Executive Officer

T. A. Barfield, Jr.
President and Chief Operating Officer

Robert L. Belk
Executive Vice President and
Chief Financial Officer

Michael P. Childers
Executive Vice President
Marketing and Sales

Richard F. Giil
Executive Vice President and
Chairman, Executive Committee

Gary P. Graphia
Secretary and General Counsel

David L. Chapman, Sr.
President, Fabrication &
Manufacturing Division

Ebrahim "Abe” Fatemizadeh
President, Energy &
Chemicals Division

Diana Severs Ferguson
President, Environmental &
Infrastructure Division

D. Ron McCall
President, Maintenance &
Construction Division

Corporate Information

Corporate Office

4171 Essen Lane

Baton Rouge, Louisiana 70809
225-932-2500

Investor Relations

Certain shareholder records are main-
tained at the Company’s corporate
office in Baton Rouge, Louisiana.
Inquiries may be directed to the
Investor Relations Department.

Stock Listing
New York Stock Exchange
Symbol: SGR

Annual Meeting

The annual meeting of shareholders
will be held at 3:00 a.m. on January
24, 2005 at the Marriott Hotel,
5500 Hilton Avenue, Baton Rouge,
Louisiana.

Transfer Agent & Registrar
Wachovia Bank, N.A.

Equity Services

1525 West W. T. Harris Boulevard
Building 3C3

Charlotte, North Carolina 28288-1153
800-829-8432

Auditors

Ernst & Young LLP

3900 One Shell Square

701 Poydras Street

New Orleans, Louisiana 70139
504-581-4200

Designed by

Curran & Connars, Inc. / www.curran-connors.com







